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EC leaders 
see Saddam in 


Chancellor says priority is to cut UK inflation level to below those of European partners 


Timing of ERM entry Was Britain’s failure reggSg! 

Sa^KTOit not political, claims Major to consu,t an § ers 

European Commnnfrv JL * 9 m 


|-{ WITOSSI ' 


European Community 
governments appear to be com- 
ing round to the view that 
President Saddam Hussein of 
Iraq may well survive in power 

Bvfaii. if he succtrmhfi to jntem . 
tional pressure and withdraws 

f from Kuwait 

- There were also suggestions 
■ . -at the weekend that the Soviet 
Umon was preparing to step 
up its diplomatic involvement 
in resolving the crisis. 

- Page 18 

UAE premier dies 

The rater of Dubai, Sheikh 
Rashid htw Said ai-M&ktonm, 
vice-president and Prime Min- 
ister of the Dotted Arab Emtr- 
. ates, has died, Dubai tele vision 
repeated. 

More riots in Osaka 

More than L500 rampaging 
ft workers in Osaka set fire to 
cars and tried to lay siege to 
a police station m the fifth day 
of rioting in Japan's second 
largest city. Page 4 

Kerry Packer IB 

Kerry Packer, widely regarded 
as Australia's richest man, 
was seriously 01 in hospital 
after suffering a heart attack 
whale playing polo. Page 4 

Indian austerity 

India’s Finance Mlnlstiy is 
drawing up austerity measures 
before an anticipated govem- 
ment decision to seek a loan 
y from the IMF. Page 4 

Saumarez triumphs 

Saumarez, bought justfbnr 
months ago by the owns and 
star of the Los Angeles Kings 
ice hockey team, surprised the 
i favourites to win Europe's 
richest horse race, the Prix - 
- de r Are de Triomphe, 


Business Summary 


Tokyo bank 
chief resigns 
over scandal 

i A widening stock market 
■ scftndailn Japan has brought 
down Ichiro Isoda, chairman • 
of Sumitomo Bank, due of rim 
country’s biggest hanks. Mr 
i Zsoda amwonced bis intention 

| to resign and take responsibil- 
ity fra the alleged involvement 
of a branch m anage r in Illegal 
loans totalling Y23hn (*l73m) 
made to stock market specula- 
tors. PagelS 

ROBERT Maxwell announ ced 
agreement to seH his ltalian - 
Consumer publishing operation 
- MQC Italia - in adeal 
worth £80m (SU3m), Page 20 

POLLY Peckbxtemational 
teUeves it needs no more than 
£200m (|876m) to bridge its 
immediate liquidity gap if 
bank creators agrao-tus week 
V to givett a longer breathing 
space on debt. Page 20 

CANADA’S banking hiddstry 
appears to be smoothing the . 
way fra a glairt nieiger or take- 
over involving some of the 
country's biggest financial 
instrtotkms-Page 21 

DK dtectridty groups may try 
.to. win tetecommunicarioiis 
business after their planned 
December privatisa t i o n. Page 9 

COMPAGN1E Enrop6ne d*Ac- 
amBdatenn (CEAO, Europe's 


By Prior Norman in London and Stefan Wagstyi in Tokyo 


BRITAIN’S decision to enter 
the Evr-hsng B Pajp Mrr4iqnigm 
of rite European Monetary Sys- 
tem is an wuyntifli step to com- 
bat inflation, Mr John Major, 
the Chancellor of the Exche- 
quer, said yesterday. . 

The chancellor insisted dur- 
ing a television Interv iew yes- 
terday the Hwtng of the 
move - just ahead of the rul- 
ing Conservative Party’s 
annual conference tomorrow 
and - immediately after the 
oppos i tion Labour Party’s con- 
ference last week - was not 
politically motivated. 

He denied that the purpose 
of ERM entry was to engineer 


filed B ritain’ s industrial perfor- 
mance and been the “central 
problem of successive govern- 
ments for 25 years.** 

Without lower inflation, indi- 
viduals and British industry 
would not be able to achieve 
their aspirations. The 

BrntiHTiy Tfofo Mo^Tm-nicm wa g 

a “very strong discipline’’ to 
bring inflation down. To have 
stayed outside the ERM longer 
would have been debilitating 

and rnisgtfHng and h&VB Sub- 
jected the pound to rumour 
and speculation. 

The chancellor said he 
wanted to bring British infla- 
tion down to zero and keep it 


system partners 


a “boomlet” in the British • close to that level for as long 


economy through, further cuts 
in Interest rates before the gen- 
eral election that must be held 
by July 1392. 

Having announced on Friday 
a one percentage point cot in 
bank base rates to 14 per cent, 
he he would “of course" 
raise interest rates again if 
monetary conditions pointed to 
an inflatio nary problem in the 
economy. 

During the interview, Mr 
Major hinted stron gly that the 
government would not be able 
to frwyp public spending within 
the £192. 3bn ($361.52bn) total 
already set for the financial 
year haglimlng ngyt April L 

There were “real pressures” 

tn jjft ap andlng fa flft ftahi areas 

as the economy slowed down, 
be said, while the government 
was determined to angfam 
the pledges given to meet cer- 
tain guaranteed levels of social 
benefits. 

But throughout the inter- 
view, the chancellor stressed 
that his priority was to reduce 
inflatio n, first to the level of 
Britain’s European partners 
and then below that level 

Inflation, he said, had bedev- 


as possible. Bat he gave no 
hostages to fortune in the form 
of a timetable and admitted 
that zero inflation was in prac- 
tice hard to sustain because of 
shifting economic circum- 
stances. 

He pledged not to manipu- 
late inflation downwards 
because “then it comes bounc- 
ing hanir up again." He would 
cut interest rates farther only 
when it was justifiable and 
safe to do so. Similarly, he was 
not going to produce a preelec- 
tion boomlet 

“It’s unwise economically, 
it's unwise socially and I actu- 
ally think it’s pr e tty batty poli- 
tics as wefl,” he said. 

Mr Major said that the gov- 
ernment’s to onttor the 

ERM over the weekend was 
economically motivated “first, 
second and third.” 

The pl»n to witer the ERM 
around a central rate of DM2.95 
with 6 per rant fluctuation 
margins for the pound was 
approved in Brussels on Satur- 
day by the European Commu- 
nity’s monetary committee. 
Sterling's official bilateral 
Continued cm Page 18 



Pfctwsr Tory AnOreem 

John Major, UK Chancellor of the Exchequer, pre paring a 
speech at home yesterday 


By David Buchan in Brussels 

IT was billed, in London at 
least, as a formality - ap- 
proval of sterling's entry into 
the Exchange Rate Mechanism 
by the EC Monetary Commit- 
tee meeting in Brussels on Sat- 
urday. 

But if Mr Nigel Wicks of the 
UK Treasury and Mr Andrew 
Crockett of tbe Bank of 
England ever thought that 
their 24 colleagues an the com- 
mittee would simply pop the 
champagne corks and nod ster- 
ling into the parity grid for 
Europe's currencies, they were 
quickly disabused of the 
notion. 

The other senior finance 
ministry and central hawk offi- 
cials - two from each EC state 
and the European Commission 
- grumbled that by its unilat- 
eral announcement during Fri- 
day trading of the rate and 
fluctuation marg in at which it 
intended to enter the ERM, the 
UK government had unfairly 
pre-empted what should have 
been a enwfiripwH»T ne gotiation 
with its EC partners. 

Mr John Major, UK chancel- 
lor of tbe exchequer, will get a i 
formal complaint in the report 
that Mr Marin Ra minplH dfrec- 
tor-general of the Italian Trea- i 
snry who chairs the Monetary 
Committee, presents to today's 
meeting of EC finance minis- 1 
ters in Luxembourg. I 

At the Saturday meeting, 1 
Britain’s EC partners voiced < 
concerns that went far beyond s 
the procedural Indeed, Mr Jac- i 
ques Delors, the European 1 
Commission president, got i 
rather over-excited and tried (o i 
get ffnanre ministers to jet in 
yesterday for a special meeting i 
to discuss the knock-on effect 1 
of the UK move for economic t 
and monetary union (Emu). < 


The ministers declined, seeing accepted, says the 
no reason why such a discus- vice-president of the 
sion could not wait another 24 European Commission 

hours until they gather today Pago 5 

in Luxembourg. 


• Tbe German Bundes- 
bank has begun drawing 
up a blueprint for the 
second stage of Euro- 
pean Monetary Union to 
challenge the plan of the 
UK Chancellor 

• Britain's idea for 
developing a “hard Ecu” 
stands a reasonable 
chance of being 
accepted, says the 
vice-president of the 
European Commission 


Apart from giving UK offi- 
cials a wigging on proceedure. 
the Monetary Committee’s dis- 
cussion focused on: 

• Tbe rate. Mr Sarclnelli 
argued for change, any change, 
in the UK’s proposed central 
rate of DM2.95 - simply to 
teach the British that they 
could not dictate to their new 
ERM partners. More substan- 
tively, Mr Hans Ttetmayer, the 
senior Bundesbank board 
member, argued that sterling 
should come in at a lower rate 
that would be sustainable over 
the longer term. Taking a 
shorter-term view, officials 
from France and some other 
countries advocated a higher 
rate. Otherwise, they forecast, 
the pound will behave on entry 
just like the peseta and bounce 
right up to the top of its band. 
In tbe end, DM2.95 was 
accepted as a fait accompli. 


• New-found stability 
for starting will tiava 
at rat agio aignlflcanca 
for UK companies 

• Labour Party signals 
tactical shift In Its 
assault on government 
economic policy 

• Opposition lender 
Kfamock loess economic 
aces from strong- 
looking hand 
Pago 6 

• Britain’s adherence to 
ERM Indicates that a 
general election may be 
held In the summer or 
autumn of 1M1 

• What route wHI the 
UK trice towards a more 
Germanic economy? 

• Observer 


• The margin. The communi- p aQe 16 

que talked of sterling fluctuat- 


ing at 6 per cent “for a transi- 
tional period". In fact, only the 
Commission complained on 
Saturday that the UK had not 
immediately plumped for the 
tighter 225 per cent band. One 
Commission official said the 


t Britain's entry Into 
ERM could hardly have 
coma at a better time 
for the hard-pressed 
City of London, 
i L om b ar d ■ '* 


UK government has missed a Page 17 

chance to send a whole-hearted 


signal of its commitment to 
exchange rate stability, and 
that most EC governments 
were “over-worried" about 
realignments. 

Since the presence of all 
important currencies within 
the narrow ERM band is 
increasingly being touted as a 
Continued on Page 18 
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Financial markets braced for sharp gains in sterling 


By Rachel Johnson, Economics Staff, .in London 


B BBMkBMUL Anam-ial markets 
axis braced for mure frantic trading 
ami sharp grins in sterling onii UK 
sham prices today as Britain becomes 
a foil member of the European Mone- 
tary System and Interest rates come 
down by one, percentage point 

Equities are expected to open up to 
40 prints higher to register the unof- 
ficial gains of Friday’s one-hour 
extension of stock market trading. 

The Ff-SE 100 reversed a 35-point 
fefl between 4pm an Friday - when 
the UK Treasury announcement 
flashed across trading screens - to 


US BUDGET 


close up 73.5 at 44] Opm when the 
index was calculated. After the extra 
hour, traders reported a farther steep 
rise to well above the official close of 
2,143.9. 

The announcement caught many 
dealers short of stock. Analysts 
expect trading to be equally hectic at 
the start of the new account today if 
institutions and foreign investors 
return to UK equities. The market 
has been shunned recently amid 
growing evidence of a UK r e cession 
and tears of war in the GnlL 

Sterling is this week expected to 


rise qnickly towards DM3.18 - the 
upper limit of 6 per emit above its 
central rate of DM2.95 - as investors 
seek to profit from the cnrrency’s 
future stability in the exchange rate 
mechanism. However, the Treasury 
said yesterday it did not expect that 
the pound would be so strong, that a 
revaluation would be necessary in 
the medium term. 

A revaluation would require set- 
ting die pound’s central rate nearer 
to DM8. the level the pound closed at 
an Friday. The Treasury pointed out 
that the pound had weathered a pro- 


nounced economic slowdown and a 
rise in oil prices to 840 a barrel 
because of the Gulf crisis. The cur- 
rency had always stayed within a 
fluctuation of phis at whuK 8 
per cent. 

The cut in base rates which accom- 
panies sterling’s ERM entry this 
morning has not detracted from ster- 
ling's status as a high-yielding cur- 
rency. The pound gained an unprece- 
dented 8 pfennig * n gntnet the D-Mark 
on Friday. 

Analysts said further interest rate 
cuts were possible because the gov- 


ernment had revealed its eagerness to 
faring base rates down in the run-up 
to a general election. “Farther cuts 
are likely to temper enthusiasm for 
sterling and reduce the amount of 
time it spends at the top of its 
range,” said Mr John Shepperd, econ- 
omist at Warburg Securities. 

In the short term, sterling is expec- 
ted to appreciate further against the 
dollar and D-Mark. But Goldman 
Sachs, the US-owned investment 
house, warned that “the best time to 
sell pounds was always likely to be 
after ERM entry.” 


• Stockbrokers* ana- 
lysts woro yesterday 
predicting rising share 
prices in London. 

• From rscsssion to 
rejoicing in half an hour 

• Economics Notebook 
Page 19 

• Money markets are 

showing no love for the 
dollar and no great 
enthusiasm for the 
D-Mark, but at last ster- 
ling Is to become an 
intagrated European 
currency Page 29 

• Decision gives boost 
to UK’s ruling Conserva- 
tive Party on eve of con- 
ference, says its 
chairman, Kenneth 
Baker 

Back Page, Section II 


Congressional leaders prepare new package 


By Peter RkIdeU, US Editor, in Washington 







CONTENTS 


A NEW US budget package 
was last night being put for- 
ward. by congressional leaders 
in the hope of breaking the bib 
ter' stalemate which has 
resulted in the formal shut- 
down of the US government 
gfore midnig ht on Friday. 

Essential services, such as 
the armed forces and air traffic 
control hare been kept open 
and the math frnp«i»t has so far 
been felt by tourists unable to 
visit national parks and muse- 
ums in Washington. 

Because today is a federal 
holiday, Congress has untfl 
tomorrow morning to agree tbe 

ou tlines of a budget agreement 
and trinporaiy financing of the 
government to prevent work- 
ers being laid off on a large 
scale. 

The new package wHI still 
seek to reduce the federal defi- 
cit by $S00bn over five years, 
but .will change some of the 
unpopular elements which led 
to the overwhelming d efea t of 
the original budget agreement 
by the House or Representa- 
tives early on Friday morning. 

A budget resolution being 
circulated on Capitol HUl last 




night set out broad instruc- 
tions to Congressional commit- 
tees, which will now have 
scope to alter the details, 
ahead of final votes in about 
two weeks. There was no refer- 
ence to specific spending levels 
or tax cuts. The administration 
will be seeking to minimise the 
changes to maintain the thrust 
of deficit reduction. Vice Presi- 
dent Dan Quayle yesterday 
predicted that 90 per cent of 
the defeated budget deal would 
remain. 

Both Mr Tom Foley, the 
Democratic House Speaker, 
and Mr Nicholas Brady, the 
Treasury Secretary, yesterday 
agreed there would have to be 
modifications in the proposed 
$80bn savings in Medicare pro- 
vision for the elderly. 

Mr Foley also suggested that 
the proposed increases in duty 
on home-heating nil , which led 
to big opposition from the 
north-east, and changes in 
unemployment compensation 
would be reviewed. He said the 
whole question of tax fairness 
(including tax reliefs for busi- 
ness) would be reconsidered. 

Some Democrats have also 


called for larger savings in 
ijgfgTw* spending. 

The controversial question of 
a cut in capital gains tax 
- dropped from last week's 
agreement - is likely to be 
revived and some congressio- 
nal Republicans have 
suggested they might be Trill- 
ing to accept higher income 
tax rates as a trade-off. How- 
ever. Mr Richard Dannan, the 
budget director, expressed 
doubts since once rates were 
raised for some, then soon 
income tax rates would be 
raised for everyone. 

To maintain pressure and 
“discipline”. Mr Bush on Satur- 
day vetoed legislation 
approved by CongTess to 
extend temporary funding of 
the government until the end 
of this week. He said it was 
necessary to say, “this is not a 
time for business as usoaL The 
deficit is too important to the 
American people”. 

Mr Bush’s tough stand - a 
response to the humiliating 
rejection of the first bud- 
get - ended last week’s mood 
of bipartisan cooperation with 
the congressional leadership. 


Mr Bush is facing considerable 
criticism for failing to provide 
effective leadership in his most 
serious domestic setback. 

Mr Foley described the veto 
as “unnecessary, unjustified, 
harmful both to the negotia- 
ting process of reaching a 
bipartisan agreement and to 
the interests of millions of 
Americans who will be affected 
by a shutdown of government”. 
He argued that the president 
should keep the government 
going while everyone tried to 
resolve the budget dispute. 

The affair has provoked a 
good deal of recrimination over 
the heavy-handed lobbying of 
House Republicans by Mr Dar- 
man and, in particular, Mr 
John Sununu. the White House 
Chief of Staff. They have been 
compared to Mr Boh Haideman 
and Mr John Ehrlichman, Pres- 
ident Nixon’s two senior staff 
disgraced for their role in the 
Watergate affair. Mr Sununu 
said yesterday that the White 
House did not expect to “go 
through in one fell swoop with- 
out any china being broken”. 
Congress and the zoo mental- . 
ity, Page 18 
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THE BUCKFAST HONEYBEE 
Arguably the worldi finest bee, it 'k 
siras bred at Buckfast Abbey by 
Brother Adam OBE, who began his 
work on bees in 1916. It is a reliable, 
industrious worker, highly resistant to disease 
and a prolific producer of outstandingly 
delicious honey. 
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PRIVATE BANKING : 

Stock market turmoil and me 
tafc of recession put private 
banka in Europe and the US 
on their mettte. 

Separate Seaton, Tuesday. 


■ TODAYS 

Italian Construction: an 
industry at the crossroads. 
See pages 25-30. 

European Duty Free Industry: 
debate continues over me 
dismantling of duty structures. 
Separate section. 


■ TUESDAY: 

Private Banking: the personal 
touch. See panel, left. 


■ WEDNESDAY: 

Taiwan: a vibrant economy is 
facing an identity crisis. 

■ FRIDAY: 

Norm of England: the first 
signs of recession appear. 


James Capel’s three UK funds work 
hard to achieve successful investment 
returns for your money over the 
long cerm. 

The James Capel Capital Fund 
is designed co give you long-term 
capital growth, primarily from UK 
companies with above-average growth 
prospects. 

The James Capel Income Fund 
invests in UK companies and aims 
to give a yield of around 25% higher 


than that of the 

FT-A All-Share W 

Index. And the W James Capel 

UK Index Fund * is designed 

to mirror the performance of the 

FT-A All-Share Index. 

The choice is yours, lb find out 
more about how to achieve growth 
of capital or income with less risk 
please contact your professional adviser 
or return the completed coupon or 
FREEPHONE 0800 289 505. • 


i _Tl^j:igh^re^ risk j 

lb: James Capel Unit Trust Management Limited, FREEPOST, London EC2B 2TB. Please send me 
more information on tbe James Capel Funds investing in the UK. No stamp required. 
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UNIT TRUSTS FROM THE GLOBAL INVESTMENT HOUSE 
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Timetable in doubt for US-Soviet nuclear arsenals pact 


By Peter Riddell, US Editor, in Washington 


THE timing of the completion 
at a US-Soviet treaty to reduce 
arsenals of strategic nuclear 
weapons looks uncertain 
despite lengthy talks between 
the two sides. 

After talks with Hr James 
Baker, the US Secretary of 
State, In New York late last 
Friday, Hr Eduard Shevard- 


nadze, die Soviet foreign min- 
ister, said progress had been 
undo «on a number of com- 
plex issues." However, he was 
unable to say whether the 
treaty would be finished by 
the target date of Decanter. 

Hr Baker said work was 
still needed on the three out- 
standing issues of non-circum- 


vention (notably a Soviet 
desire to limit US nuclear 
co-operation with Britain to 
the agreed sale of Trident sub- 
marine-launched missiles); 
whether Soviet “Backfire” 
bombers should be included; 
and whether the Soviet Union 
should be allowed to test and 
update tile highly destructive 


SS-18 missile. Both sides' 
negotiators have come under 
fire from respectively the 
Soviet military and US conser- 
vative critics of arms control 
for wjitiny t oo many conces- 
sions. 

Part of the problem Is that 
most attention has been cen- 
tred on completing a treaty 


substantially reducing conven- 
tional forces In Europe (CFE), 
due to be signed by heads of 
government of Nato and the 
Warsaw Fact in mid-Novem- 
ber. At their meeting on Fri- 
day, Hr Baker and Mr Shev- 
ardnadze, who had announced 
agreement in principle on a 
CFE treaty late o a Wednesday, 


said they had tied up the loose 
ends on combat aircraft, hell 
copters and regional ceilings. 

This includes a provision 
that would prevent each side 
from removing equipment 

from Europe before an ag r ee 

ment takes effect in order to 
evade the requirement that it 
should be destroyed. 


Moscow gives ground in conventional weapons talks 

Edward Mo rtimer looks at Soviet concessions clinching an agreement on reducing forces in Europe 


T HE Soviet Union has 
agreed to be outnum- 
bered two-to-one in 
tanks and other Land weapons 
in Europe by the combined 
forces of Nato and of the new 
east European democracies, 
while dropping Its demand for 
naval forces to be included in 
the treaty limiting conven- 
tional forces in Europe (CFE). 

These were the two key con- 
cessions wrested from Mr 
Eduard Shevardnadze, the 
Soviet foreign minister, by his 
US counterpart Mr James 
Baker in talks in New York 
last week, when they reached 
agreement in principle on all 
the main points of the treaty, 
covering all conventional 
forces between the Atlantic 
and the Urals. The treaty is to 
be signed by the 16 members of 
Nato and the six remaining 
members of the Warsaw Pact 
(the seventh. East Germany, 
having now ceased to exist). 

Details of the agreement 
have now been disclosed by 
senior western diplomats in 
Vienna, where negotiations on 
the treaty have been going on 
since March last year. They 
regard the treaty, which is now 
certain to be signed in Paris 
next month, as the most signif- 
icant arms control agreement 
ever achieved. It will codify a 
fundamental change In the 
European balance of power, 
and result in the destruction of 
vast quantities of Soviet equip- 
ment under verifiable condi- 
tions. Mr Shevardnadze’s 
apparently jolting remark last 
week that M of course, the 
Soviet Union has made all the 
concessions” turns out to be 
almost literally true. 

Distribution of the agreed 
totals of equipment among the 
east European countries will 
be thrashed out at a high-level 
Warsaw Pact meeting in 
Prague tomorrow and Wednes- 
day, which may be attended by 



Cb#Hfemional 







Baker and Shevardnadze: concessions joke became true 


the chiefs of staff of all six 
countries. But the point of 
greatest concern both to the 
Soviet Union and to its 
notional ’’allies’' - the propor- 
tion of the permitted totals in 
each category which can be 
held by any one country - was 
settled between Mr Baker and 
Mr Shevardnadze. 

The principle at stake, 
known in the negotiators' jar- 
gon as “sufficiency”, assumed 
crucial importance as a result 
of the democratic revolutions 
which swept through eastern 
Europe a year ago, causing the 
effective disintegration of the 
Warsaw Pact. 

Formally the negotiation is 
still between two opposing alli- 
ances, and is based on the prin- 
ciple of equal for each 

of them in each category of 
weapons. But the political real- 
ity is that the Soviet Union no 
longer has any reliable allies, 
and that the east European 
states now share Nato's inter 
est in ifrnfring Soviet military 
strength. 

Roughly 80 per cent of War- 
saw Pact weapons in most cat- 
egories belong to the Soviet 
Union, and until last week 
Soviet negotiators were strug- 


gling to preserve that propor- 
tion or as close to it as possi- 
ble, while the west was seeking 
to impose a ceiling of 30 per 
cent of the overall total fie 60 
per cent of one side’s total). 

The compromise reached in 
New York allows an overall 
percentage for ground equip- 
ment of 33.6 per cent. The 
actual totals allowed to each 
side, and the "sufficiency” lev- 
els allowed to any one country, 
are shown in the accompany- 
ing table. 

Western negotiators estimate 
that these levels will require 
the Soviet Union to destroy 
19,000 tanks, while Nato will 
have to destroy about 4,000. 
This is consistent with the 
main object of the treafy, from 
the western point of view, 
which is to remove the previ- 
ous massive preponderance of 
Soviet conventional strength in 
Europe. 

All surplus equipment has to 
be destroyed within three 
years, except that the US has 
now agreed that each side be 
allowed to convert 750 tanks 
and 3,000 armoured combat 
vehicles to civilian uses. 

This was one of the few 
western concessions in last 


week's talks, and has still to be 
ratified by the US’s Nato allies. 
Nato had been suspicious of 
the Soviet contention that 
tanka could be economically 
converted Into tractors. West- 
ern negotiators now seem sat- 
isfied that “conversion” is so 
precisely defined as to make 
reco n version for military use 
more difficult and expensive 
than bonding new tanks from 
scratch. Both destruction «nd 
conversion will be subject to 
rigorous verification proce- 
dures. 

There Is some concern in 
Nato that the Soviet Union 
might be »wktng to evade the 
requirement to desfroy tanka 
by withdrawing them east of 
the Urals before the treaty 
comes into force. Thus the 
number of Soviet tanks in 
Europe has dropped from 
41,000 at the beginning of 1989 
to 24,000 now and is expected 
to fall to 21,000 by the end of 
the year. 

There Is nothing illegal 
about this, however, so long as 
the treaty Is not in force. And 
the West can hardly complain 
about the withdrawal of Soviet 
tanks from Europe, after hail- 
ing Mr Gorbachev’s promise to 
withdraw 10,000 in December 
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1988, and the subsequent agree- 
ments to withdraw from east 
European countries, as positive 
developments of historic 
importance. Most western 
negotiators seem disposed to 
accept Soviet assurances that 
there is no sinister intent 
behind the withdrawals, and 
that the tanks m question will 
in due coarse either be 
destroyed in accordance with 
CFE procedures, or used to 
replace older tanks already in 
Asia, or in some cases sold for 
export. 

The point is made that 
tanks beyond the Urals cannot 
pose any immediate threat to 
western or even central 
Europe, and that once the 
treafy is in force reintroduc- 
tion of them into Europe would 
be a clear violation. 

The west hopes to win Soviet 
acceptance that the treafy 
phonic come into force on the 
date it is signed (November 19, 
1990), rather than on ratifica- 
tion, so that tanks in Europe 
on that date will be subject to 
its pro virions. 

Another important Soviet 
concession last week was to 
agree to bring land-based naval 
aircraft within the scope of the 
treaty, without insisting that 


the same apply to carrier-based 
aircraft. The US is firmly 
opposed to any naval arms con- 
trol agreements, and especially 
so in the c o ntext of a treafy 
confined to one area of the 
world, given the intrlnrinally 
mobile and “global” nature at 
naval forces; but it was also 
determined not to allow the 
Soviet Union to exempt some 
of its land-based aircraft from 
the treafy by declaring them 
naval. It had apparently begun 
painting some of them blue. Mr 
Shevardnadze finally accepted 
this principle on Wednesday, 
after the negotiations had, in 
the words at cue participant, 
gone “right to the wire". 

All limitations on manpower 
have been scrapped from the 
treafy. The oftfttngs on US and 
Soviet forces in central Europe 
agreed In Ottawa last February 
- 195,000 each, with an addi- 
tional 30,000 for the US in west- 
ern Europe - have already 
been overtaken by events. 

The Soviet leadership 
decided in the summer that ft 
attached greater importance to 
ttmitmg tiie manpower of the 
united Germany than to that of 
the US, and Mr Gorbachev 
obtained from Chancellor Hel- 
mut Kohl a binding political 
commitment that tills will not 
exceed 370,000 (of which 
ground and air forces together 
can be 345,000). This co mmit , 
ment will not be part of the 
treafy but has been read into 
the negotiating record. 

Nato is proposing fallow-on 
negotiations with the same 
participants, known in the jar- 
gon as “CFE 1A”, at which 
manpower levels could be dis- 
cussed. so that Germany would 
not be the only country to 
accept limits on the size of its 
armed forces. The Soviet Union 
has not yet replied to tins pro- 
posal, but t he ge neral assump- 
tion is that CFE 1A will begin 
in January. 


Ministers work on 
EC foreign policy 


By John Wyfes in Venice 

EUROPEAN Community 
foreign ministers, forced by 
the Gulf crisis into an unprec- 
edented degree of military and 
political co-ordination, began 
at the weekendto identify de- 
ments of a future common for- 
eign policy which might also 
embrace security issues. 

Informal talks near Venice, 
indicated, however, that the 12 
would take only small, limited 
steps towards the ambitious 
objectives favoured by Italy 
and Belgium for transferring 
much greater competence to 
the EC on foreign policy and 
security matters. 

Apart from long-standing 
hesitation from belaud and 
Denmark about becoming 
Involved in security discus- 
sions, It seems that no other 
member states are yet ready to 
move swiftly towards Italy’s 
recommended merger with the 
EC of the Weston European 
Union, in which nine Euro- 
pean countries co-ordinate 
defence matters. 

Long-term objective 

Mr Gianni de Michelis, the 
Italian foreign minister, who 
hosted the talks, cheerfully 
admitted yesterday that such a 
fusion must be a long-term 
objective. 

In preparing for the inter- 
governmental conference 
negotiations on political union 
scheduled for December, the 
meeting at the weekend served 
to high l i ght the considerable 
uncertainties about the poli- 
cies which might be trans- 
ferred to the EC and the proce- 
dures which would be adapted 


to dw tanwtng tiiwn. 

France and Britain agreed 
that governments should still 
be free to take national foreign 
policy initiatives, but Mr 
Roland Dumas revealed that 
French thinking had arrived 
at a clearer shape than the 
British - Mr Hurd said Lou- 
don did not yet have any fixed 
views on the question of the 
EC taking some responsibili- 
ties for security. 

Mr Dam as produced some 
proposals, previously dis- 
cussed with his German coun- 
terpart, Mr Hass Dietrich Gen- 
seber, which would give heads 
of government in the Euro- 
pean Council powers to deter- 
mine the contents of a com- 
mon foreign policy "on the 
basis of common values and 
interests”. 

He was ready to allow the 
use at qualified majority vot- 
ing when foreign ministers 
were Implementing European 
Council decisions and also to 
allow the Commission scope to 
suggest policy initiatives. 

This adds up, none the less, 
to a for more Inter-governmen- 
tal approach to decision-mak- 
ing than is possible under cur- 
rent EC treaties. 

Other governments are less 
In t e r este d than the French in 
raising the profile of the Euro- 
pean Council - Mr Dumas 
suggested that a vice-president 
of the council should be 
appointed for one or two 
years, with specific foreign 
policy reqwnsibllitieB. He was 
against for the time being any 
fusion of the WEU with the 
EC. 


Croatia, Slovenia 
urge new Yugoslav 
political structure 


By Judy Dempsey in Vienna and 
Laura Sllber in Belgrade 


YUGOSLAVIA’S two western 
republics of Croatia and Slo- 
venia have called fo r cre ation, 
of a new political structure 
aimed at establishing an affi- 
ance of sovereign states. This 
confederal proposal would 
replace the crumbling federal 
system and. it is hoped, avert 
the possibility of the country 
gliding into civil war. 

If the proposal were accepted 
by all ax republics, it would 
formally put an end to the 
country's post-war structure as 
created by the late President 
Josip Tito. 

But the p i?", unveiled at the 
weekend, foils to address the 
future status of the ethnic 
minorities which are demand- 
ing their own autonomy within 
the republics. 

The fragility of the current 
system was confirmed last 
week when the 600, 000-strong 
Ser bian minority in the repub- 
lic of Croatia declared its 
autonomy, after blocking off 
all roads into Knfo where the 
minority is concentrated. 

The Serbs, many of whom 
now are heavily armed, believe 
that the new government of 
Croatia - elected last April - 
is determined to create a 
homogenous republic of 
Croats. 

Although Mr Franjo 
Todjman, the prime minister of 
Croatia, has a t tem pted to mod- 
erate his nationalist views, the 
changing of place names in 
Zagreb, the capital has fuelled 
suspicions by nationalist Serbs 
that their status in the repub- 
lic will be down-graded. 

In one example, the “Square 
of the Victims of Fascism” has 
been changed to the “Square of 
Croatian rulers." Serbs believe 
that Croatia's leadership wants 
to wipe out the memory of the 
Nazi-backed government of 
Croatia which murdered tens 


provii 

fears 


of thousands of Serbs and Jews 
during file Second World War. 

The memory at the war, con- 
pled with an ageold antipathy 
between Serbs and Croats, Is 
exploited by Mr Slobodan Mil- 
osevic, the president of Serbia 
who is supporting the Serbs in 
Croatia. 

Serbia has already regained 
full control over the northern 
province of Vojvodina and the 
southern province of Kosovo, 
which President Tito caused to 
be carved oat of Serbia as. a 
means of containing the repub- 
lic's political dominance. 

But Serbia’s control over the 
> vinces has revived latent 

and animosities among 

Slovenes, Croats and Macedon- 
ians about Serbia’s long-term 
Intentions. Unlike the Soviet 
Union, where many of the 
republics are demanding sover- 
eignty hut where Mr Mikhail 
Gorbachev, the Soviet l e ader, 
is attempting to control disin- 
tegration by formulating a pol- 
icy from the centre, the federal 
authorities in Yugoslavia wield 
no such power and central 
authority has broken down. 

In addition, Yugoslavia is 
deeply split between those who _ 
want a confederal structure - * 
Slovenia and Croatia - and 
those who want to retain the 
federal structures - Serbia and 
Montenegro. 

To complicate matters, the 
republic of Bosnia- Herecego- 
vina, which elects a new gov- 
ernment next month, is divided 
between Croats, Serbs and 
Moslems. The co-existence of 
these ethnic groups is becom- 
ing increasingly undermined 
by the rise of nationalism. The 
forthcoming election will Indi- 
cate if Sarajevo, the capital, 
will become the focus of 
international attention as it gj 
did 76 years ago. 


British Steel exports to 
Germany rise by 61% 

By David Goodhart in Bonn 


BRITISH Steel increased its 
exports into the former West 
Germany by 61 per cent in the 
first half of this year, accord- 
ing to Mr Ruprecht Vondran, 
president of the German Steel 
Industry Association. 

Mr Vondran warned, in an 
interview with the Handels- 
blatt newspaper, that German 
steel makers should pay atten- 
tion to the British stee l “giant” 
which is not only increasing its 
exports to Germany but also 
increasing its presence inside 
the German market with its 
acquisition of Kloeckner- 
Werke’s Trolsdorf plant 

Mr Vondran said that steel 
imports into Germany had 
increased 10 per cent in the 
first half of this year while 
exports had fallen by 9.5 per 
cent 

The absolute quantity of 
British Steel's exports are still 
not that large - they have 
risen from 191,000 tonnes in 


the first half off 1989 to 306,000 
form pc in the first half of 
year - hut Mr Vondran said: 
“British Steel clearly has its 
eyes on the German market”. 

He was also critical of the 
Bonn government for not fight- 
ing harder with the EC for bet- 
ter transitional arrangements 
for the East German steel 
industry. 

He said that transitional 
arrangements on subsidies and 
social aid should have been 
extended for up to two years, 
as in the case of Spain’s EC 
entry, as opposed to the actual 
deadline of the middle of next 
year. 

Mr Vondran predicted that 
more than half of the former 
East Germany’s 80,000 steel 
workers would lose their 
jobs. 

Hie east produces about fen 
tonnes of rolled steel a year, 
mainly in the town of Eisen* 
hftttenstadt. 


Austrian far- 
considerable 

By Judy Dempsey 

NEGOTIATIONS on forming a 
coalition government among 
Austria’s three political parties 
looks set to begin today, fol- 
lowing considerable pafaw for 
the far -right Freedom party, 
substantial losses for the con- 
servative People’s Party and 
success for the Socialist party. 

The People’s Party, the 
junior partner in the socialist- 
led coalition, was last night 
predicted to have lost around 
16 of its 77 seats to Mr Jorg 
Haider’s Freedom Party. 

His party, which won 18 
seats in the 1986 election, was 
expected to win 30 seats of the 
183-seat parliament after run- 
rung an election campaign 
directed against Immig rant* 

from eastern Europe. 

The Socialist Party is set to 
hold on to its 80 seats, making 
it the largest party in parlia- 
ment, but it will not be enough 
for it to form a government. 


right makes 
advance 
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Another “grand coalition” 
between the Socialists and con- 
servatives had been expected. 
But the People's Party’s poor 
performance means t h a t it will 
have little say in the allocation 
of ministries. 

It may be thus tempted to 
form a coalition with the Free- 
dom Party in order to oust the 
socialists from power. Mr 
Haider said he would consider 
such a coalition if he was cho- 
sen as Chancellor. 

Mr Franz Vranitzky, the j 
chancellor, has repeatedly said 
he would not form a coalition 
with the Freedom Party. 

The Freedom Party leader 
has sometimes appeared an 
extremist in challenging sacred 
cows such as Austrian neutral- 
ity. the country’s cultural sepa- 
rateness from Germany, its 
acceptance of national minori- 
ties and its open-door policy 
towards the Bast 
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Ex-Klansman draws yotes 
in Louisiana primary 


By Peter Rlddat!, US Editor, in Washington 


ME DAVID DUKE, a former 
leader of the Ku Klux Klan 
who appeals to racial and eco- 
nomic worries of whites, has 
performed strongly in the race 
to become 17$ senator from 
Louisiana, but fatten to force a 
run-off contest next month. 

.Ur Duke, r unning as an 
unofficial Republican, won a 

high 44 per cent of the vote. 

But .incumbent Democratic 
Senator Bennett Johnston won 
54 per cent of the vote »mH was 
therefore re-elected to a fourth 
term, although his margin, was 
less than' he hoped in face of 
the ' embarrassingly strong 
showing by Ur Duke. 

Under Lo uisiana 's unique 
electoral law, all BnwMafaa of 
what ever party compete in a 
first primary aiirf only if one 
fails to capture more than 50 


per cent do the two leading 
contenders fa no mpH other in a 
run-off. 

Mr J ohnston might have 
been forced into such a run-off 
hud not Mr tton Bagert, tbe 
official Republican candidate, 
withdrawn late an Thursday in 
' a last-minute effort by the 
party toaitemfrip to block Mr 
Duke, who baa rto<: to white* 
supremacist and Nazi groups 
and whose bookshop last year 
sold pro-Hitler literature. 

Mr Duke at first said he 
would challen ge the election in 
court on the grounds that 
absentee ballots for Mr Bagert 
should be included in the total 
vote: 

These votes might have 
denied Mr Johnston the major- 
ity he needs to avoid a run-off 
But later Mr Duke dropped the 


idea of a court challenge Voter 
turnout was very heavy; at 
around 70 per cent it was more 
than three times the average in 
other states 4 primaries. 

Some estimates suggested 
that Mr Duke had captured 
about 60 per cent of the white 
vote and Senator Johnston 
won only by attracting almost 
all tbe black vote, around a 
quarter of registered voters. 

Mr Duke has revived memo- 
ries of former Alabama Gover- 
nor George Wallace's cam- 
paigns of 20 years ago in his 
appeal to the discontent of 
ordinary working and unem- 
ployed whites. His campaign 
strategy blamed America’s 
problems of crime, education 
and. drugs on the welfare sys- 
tem and the growing, largely 
black, under-class. 


US union reaches settlement with Ford 


THE United Auto Workers 
union in the US said yesterday 
that it and Ford Motor had 
reached a tentative settlement 
on a new three-year labour 
contract covering about 
100,000 Ford hourly workers, 
Reuter reports from Dearborn. 

Details of the pact were 
being withheld pending a 
meeting tomorrow of union 
leaders .from around the US, 


who must approve the pact 
before it is put before union 
r ank-and-file members for xati- 
ficatkra. 

The UAW j writoatud that the 
pact with Ford closely mir- 
rored the labour contract It 
recently reached with General 
Motors. 

The GM contract, which was 
ratified by union members Jast 
week, features wage increases 


A cautionary tale 
of tax in the 
Reagan years 


By Nancy Dunne in Washington. 


AS RONALD Reagan explained 
it, tbe 1381 Economic Recovery 
Tax Act would unleash the cre- 
ative energiesaf entrepreneurs 
who would create new jobs for 
everyone else. As it turned out, 
the policy ignited a budding 
binge which ended with half 
the country’s savings and 
loans bankrupt, a 20 per cent 
oversupply of commercial 
property and an enormous 
backlog of unsold new homes. 

Tbe legislation also helped 
create lm new millionaires, 
according: to Kevin. Phillips's 
controversial new hook. Poli- 
tics of Rich and Roar, which 
details Die concentration of US 

- wmdtk m the hands uf 1 per 

cent Of the papulation daring 
the 1960s.- * 

Mr Jim Kelly, a- perspicuous, 
ambitious Easterner who was. 
broke at. the start of the 
decade, was one of the fortu- 
nate ones. He, and other high 
wage earners like him, bene- 
fited mightily from the three- 
year 25 per cent cut in federal 
income “taxes, .''i . 

An expensive divorce had 
left him with nu usable assets 
in 1380. But Mr Kelly, the son 
of a New. Jersey, postman who 

had^gone a 

ditional cRmb through corpo- 
rate ranks. With a hefty salary 
and no taste for flashy living; 
he was perfectly placed to 
invest Ms considerable surplus - 
cash in property when the 
Republican Administration 
came to power in 138L 

Tax write-offs were so gener- 
ous that for seven years Mr 
Kelly, with complete legiti- 
macy. paid little federal 
income tax. For four, years he 
paid none at alL- 

As a salesman of high-tech 
equipmaiti Mir Kelly had saved 
-$5Q,000 by 1982. That was when 
he decided to treat himself to a 
$ 75,000 -penthouse" condomin- 

- ium in a Maryland suburb. 

The US was in a recession at 
the time, -and the banks were 
hungry for borrowers, requir- 
ing omy 10 per cent deposits on 
property. -'--V 

At his estate agent's urging, 

- Mr Kelly bought three flats - 
living in one add renting two 
others at a loss to reduce his 
tax .burden. Condominiums 
were ideal fot his purpose. 
Exteriors are well, maintained 
through the payment of spe- 
cial, tax deductable, fees and 
he did most of the. Indoor 
repairs himself. 

‘ The tax code permitted him 
to “accelerate" the cost of prop- 
erty depredation and to write 
off interest payments. 

in 1983 Mr Kelly added two 
more small Maryland .fiats to . 
his portfolio. He branched out - 
the next year to buy tiro more 
in the thriving New. York, met: 
■ropMitan area and added four 
. iVmdnirrfnliim.*! tO Ms holdings 
in 1988. “The banks were hav- 
ing- a. bafi/'i'he says. was 
paying no tax, but I was pro- 
viding homes for people with 
cheap rents- dtoing a low-in.-. 
wwm» hous ing crisis.” 

Mr Kelly -was also having 
Although he worked ' 25- 


T uk nrtwi eam hgs of a high technology salesman 

Year -■ ' firoM ExnlngaS Income Tax Rate % 

iTT - -Tj-.- -T • r 82^00 : ' 245 

1982' ■ 123,700 ™ 

1963 - 111,700 0 

1984 ' ; 7 . iflo .000 0 

loss':-.*": • - 03.400 0 

1088 " - 117.000 O 

1987 * ' • 107JXW 3-® 

1988- . 131.000 10.00 

' 1980-.- .-' ----- . .188,000 20.36 


hour days, drove a deiapMated 
1972 Datoun and dined out only 
rarely, he wiled away many 
pleasant hours charting invest- 
ment strategies. 

Then came 1385 and “a bit of 
a crisis." He lost Ms job and 
went for six weeks without a 
salary. His yearly income 
dipped to $93,400 and he began 
to have ca«h flow problems. 

B was a time of nafl-hittog 
tension. He moved to a tiny, 
rented fiat and spent every 
cent he could rave to keep Ms 
investments going. 

Then tbe banks came to the 
rescue with offers of refinanc- 
ing if he would switch from a 
fixed rate of 12 per cent to 
•what, in the US, were hew 
adjustable-rate mortgages, 
starting at 8 per cent Interest 
rates plunged later that year 
and, instead of bounding up to 
double-digit levels, settled at 
around 9 per cent 

“During all this time, the 
Government was leading me 
along by the nose,” he says. 
"But what Reagan gaveth, Rea- 
gan could take th aw ay." 

. His property buying came to 
an end with the 1986 tax 
reform, which levelled the tax 
brackets to 33 per cent 28 per 
cent and 18 per cent It also 
phased out mortgage deduc- 
tions on all but two homes. 

Very gradually, Mr Kelly 
began moving to the 28 per 
cent tax bracket reserved for 
the middle class and wealthy. 

Meanwhile, he began to try 
other investments. He did well 
by trading bands, but his for- 
ays on Wall Street became a 
lesson in tbe {Utility of small 
traders trying to make big 
bucks on the stock market. 

By 1987 property Inflation, 
boosted by the demand of other 
speculators, had raised the 
value of his assets to more 
than Jim. His debt was 
$750,000. Ultimately, he was 
saved the fete of so many of 
the speculators, now crowding 
the US ban k r up tcy courts, by 
an ingrained cynicism that told 
him "the party” would one day 
mid. As his mortgages became 
less of a tax advantage, he 
began selling off some and pay- 
ing off others from Ms earn- 
ings and rental receipts. 

“My plan couldn’t work if I 
co uldn' t rent my places or sell 
them,” he says. But the small 
flats he had purchased were 
attractive to workers and 
young couples. 

Mr Kelly, now with an esti- 
mated net worth of $L05m, has 
moved to California where 
property values are turning 
down. Typically, he is living in 
a rented house, hoping to catch 
a bottoming-out market next 
year, when he will b e forc ed to 
reinvest same of his profits. 

“H I buy at the bottom, and 
the California real estate party 
gets going again, 1 take in 
some heavy-duty dollars," he 
says. “Then I can go back to 
the east and pick up 8 Palace.” 

On the o tner hand. If the 
economy slumps and he is 
tmable to sell Ms real estate. 
Til end up as a bagman on the 


and improved pension bene- 
fits. 

It also established a multi- 
bOlion dollar fund to provide 
job and income security for 
workers. 

Once the UAW-Ford pact is 
ratified, the union will move 
to Chrysler, the number three 
American car maker, to nego- 
tiate a separate labour agree- 
ment. 


Venezuela 
stands by 
economic 
reforms 

1 By Joe Mann in Caracas 

i MR Carlos Andres Perez, 
Venezuela's president, said 
that his government would not 
| alter its unpopular economic 
reform programme even 
though the country’s oil export 
revenues have increased sub- 
stantially this year due to the 
! Gulf crisis. 

Venezuela’s national oil com- 
j pany, PDVSA, now estimates 
; that 1990 petroleum export rev- 
enues will reach Sl2.l3bn - up 
$1.8bn or 17 per cent - from 
projections made earlier this 
year. The new oil revenues 
should cover most of the gov- 
ernment’s fiscal deficit this 
year. 

The jump in oil revenues 
provoked speculation that the 
government might delay or 
scrap economic reforms and 
turn to the unbridled spending 
schemes that characterised 
previous administrations. Mr 
Perez last year initiated a 
series of tough economic 
adjustment measures that have 
produced a sharp contraction 
in the economy and strong crit- 
icism from labour and the 
political opposition. 

Soon after some reforms 
were announced last year, 
Venezuela was struck by riot- 
ing which left about 300 dead. 


The Walesa legend faces a tough test as 
Solidarity leader seeks reins of power 

Christopher Bobinksi looks at Poland’s divisive presidential election 


P OLAND’S presidential 
election on November 25 
promises to be an excit- 
ing test of Mr Lech Walesa’s 
claim on the country's leader- 
ship, now that his once close 
ally and adviser, Mr Tadeusz 
Mazowiecki, the prime minis- 
ter, has decided to stand. 

In the past tbe polls have 
shown Mr Mazowiecki pbpaH of 
the Solidarity leader, but now 
the gauntlets are down both 
are enjoying more or less equal 
popular support. Both come 
from the Solidarity camp anrf 
many people are having diffi- 
culty diftjugninQhinp policy dif- 
ferences. 

Indeed, what may decide in 
the end is whether Poles will 
choose to identify with Mr Wal- 
esa, the charismatic shop floor 
electrician famed for besting 
communism, or Mr Mazo- 
wiecki,. the intellectual who 
lacks his rival's common touch . 
but better embodies the con- 
ventional image of a politician. 

Warsaw taxi drivers are 
inclined to ask: “Shouldn’t our 
president have a little more 
schooling ?" - adding that Mr 
Walesa (who left school for 
work at 15) should stay where 
he is now. heading a trade 
union. 

But there are powerful forces 
backing tbe Solidarity leader. 
Ten months into the govern- 







Presidential rivals: Mazowiecki, left, and Walesa 


ment’s IMF-backed austerity 
programme Mr Walesa is prom- 
ising to do something about 
rising unemployment and low 
incomes. 

He also identifies with the 
provinces, ever resentful of 
Warsaw's dominance aver the 
national life. 

In addition, Mr Walesa is 
attracting the support of those 

activists who failed to win 
places in the administration as 
a result of Solidarity coming to 


power last year. 

These people are especially 
attuned to his promise that he 
will “accelerate" the replace- 
ment of former communist 
appointed cadres, whom Mr 
Mazowiecki has kept in place, 
partly as a result of his moder- 
ate approach and partly 
through a shortage of experi- 
enced administrators with the 
right opposition background. 

Sir Mazowiecki will have to 
run a campaign on the 


strength of his government's 
chequered record, without 
being able to make a direct 
attack on Mr Walesa, the 
repository of the Solidarity 
myth. 

After all. Mr Mazowiecki was 
Mr Walesa's adviser for ten 
years and It was Mr Walesa 
who suggested that Mr Mazo- 
wiecki head the Warsaw Pact’s 
first non-communist govern- 
ment, against the latter's very 
real misgivings. 

The communist oHuVn 
regime establishment, afraid of 
fierce purges under Mr Walesa, 
favours Mr Mazowiecki. 

He is also backed by the 
opposition establishment now 
in power - many of then? dis- 
senters from the Communist 
party - who despite the fact 
that the policies his govern- 
ment Is pursuing are right- 
wing, are still vulnerable to a 
charge coining from tbe pro- 
Walesa populist right of “closet 
leftism". 

On tbe other hand the politi- 
cally influential Roman Catho- 
lic church, which would proba- 
bly be happier with the loyal 
and predictable Mr Mazo- 
wiecki, has yet to signal its 
preference. 

Indeed, it may choose not to 
bark anyone openly, thus effec- 
tively injuring Mr Walesa's 
chances. 





Getting the right communications solution 

is just a matter of teamwork. 


As in the past, cooperation and communication 
are necessary to succeed. In today’s business, flexible 
solutions are even more essential. 

One information and communications company is 
committed to working with you to design, implement, 
and maintain solutions to fit your individual needs. 
That company is Bell Atlantic, an experienced 
communications leader. 

For example, when Marks & Spencer, in their 
relentless pursuit of quality, wanted to improve the 
installation, control and monitoring of their Local 
Area Networks, we provided a comprehensive service 
package that reduced administrative costs, improved 
service levels and resulted in increased end user 
availability. 

When Black & Decker needed a single source 


EDP maintenance vendor in Germany, they came to 
Bell Atlantic’s Sorbus. We consolidated their hardware 
servicing procedures saving them time and money. 

We’re Bell Atlantic, serving Europe from over 60 
local offices. With Sorbus, a computer and data 
equipment maintenance company. Eurotech, designers 
and distributors of value-added data communications 
systems. Bell Atlantic International, software and 
systems integration consultants. Bell Atlantic Financial 
Services, a high-tech leasing company. 

For more information, contact us by telefax in 
France at 01-4809 9539, in Germany at 0211-5261 102, 
in Italy at 02-825 4368, in the United Kingdom at 
081-898 5250, and in Belgium at 02-774 1500. 
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INTERNATIONAL NEWS 


Police station comes under siege in protests against gangster links 

Osaka labourers stage fifth day of riots 


By Robert Thomson in Osaka 

MORE than 1.500 rampaging 
workers in Osaka set Ore to 
cars, burled stones and bottles 
and tried to lay siege to a 
police station, yesterday, in the 
fifth consecutive day of riots in 
Japan’s second city. 

Some 2,500 riot troops used 
batons and water cannons to 
defend the police station, 
which has become a target of < 
popular outrage over links j 
between police and Japan’s 
powerful yakuza or gangsters. i 
T he protests - Japan’s 
worst labour violence in 20 i 
years - began last Tuesday 
after a police confession that a 
Nishfnari policeman had taken i 
bribes from local gangsters, < 
who have a monopoly on the i 
recruitment of workers for low- < 
paid day labour. * 

Armed with bottles, lumps of 1 
wood, and 3 deep sense of < 
indignation, the down-and-out » 
day labourers of Osaka fought 
police in streets Uttered with ; 
the broken glass and gutted i 
cars of previous battles. * 

For the past week, hundreds ( 
of destitute workers have sur- t 
rounded and attacked the Nish- i 
inari police station in the $S-a- I 
night flophouse district that is 
the traditional home of the i 
marginal men and women of i 
the city. 1 

The claim that a senior offi- l 
cer took bribes inspired the 1 
uprising, but the causes are 1 
deeply rooted in the uneasy i 
relationship between Osaka's 
outcast groups and the police t 


as representatives of the afflu- 
ent society that has left them 
behind. 

Last night, the three-storey 
police station was again a bea- 
con for Japanese who have 
failed to fit the middle-class 
mould. The angry crowd 
included protesters from the 
radical right wing, the far left, 
out-of-town toughs and the 
gangster groups which thrive 
in the seedy sub-culture of the 
run-down area. 

About 300 people have been 
injured in the clashes and 80 or 
so have been arrested. 

Police had hoped that a 
promise to prosecute the offi- 
cer, who was in charge of anti- 
gangster activities and alleg- 
edly received Y3.3m (£12.700) in 
bribes, would ease the tension, 
but the protesters have gath- 
ered each night in front of the 
damaged police station. 

Ordinary Japanese avoid the 
area and try to ignore the 
inhabitants, who wear the tra- 
ditional billowing trousers of 
construction workers and rise 
each morning at around 5am to 
muster for jobs on sites around 
the city. 

About 30,000 labourers live 
in the flophouses. They are 
mostly single men in their 50s, 
poorly educated, possibly alco- 
holic and generally In poor 
health - the local incidence of 
tuberculosis is 35 times the 
national average. 

The workers are linked to 
the gangster groups who help 


WORLD ECONOMIC INDICATORS 

TRADE STATISTICS 




Aug. *90 

July '90 June '90 

Aug.’Sg 

UK (Cbn) 

exports 

imports 

balance 

8.637 

9.765 

-1.128 

8.254 

9.934 

-1.880 

8.636 

10.157 

-1.565 

7.558 

10.000 

-2.442 

France (FFrtm) 

exports 

Imports 

balance 

98.378 

103.721 

-5.3431 

96.169 

101.244 

-5.075 

98.721 

99.747 

-1.026 

94.995 

101.350 

-&355 

Japan (USSbn) 

exports 

imports 

balance 

23.458 
17.446 
+ 6.012 

22.726 
17.811 
+ 4.915 

22.770 
16.389 
+ 6.381 

22.868 

16.351 

+6.517 



July '90 June '90 

May 90 

July *89 

US (Sbn) 

exports 

imports 

balance 

32.026 

41.357 

—9.330 

34.221 

39.560 

-5.339 

32.774 

40.543 

-7.769 

29.903 

38.984 

-9.081 

W. Germany (DMbn) 

exports 

imparts 

balance 

54.20 
45.90 
+ 8.30 

52.10 
43.50 
+ 8.70 

52.70 
42.40 
+ 10.30 

54.00 
42.60 
+ 11.40 


CONTRACTS & TENDERS 


INVITATION FOR BIDS 

Lou No. ;*>: ru 
File No: 1 \*-tSB/CHB.zS2 
Onto No. 

Due of uMuer S. 10.1990 
Bui Saturiuna Due 23.11.1990 

t The TURKISH ELECTRICITY AUTHORITY, haciaaltcr referred to m TEX, has 
moved a lorn unoamiiig 140.000.000 USD from the WORLD BANK in oartaae 
cuiiLMa umrfi the o* of Po w er S>«em Opemioa Ahosk project and pair of 
the proceed* of tin ken will be nppfccd to cUpMc payment under the ConuuXsl tor 
wtodJ tin lariBIwa For Bab Imrrf. 

2 The TURKISH ELECTRICITY AUTHORITY now invites staled tads from <± pbfc 
BkMm from tapply of ■ total of lot and meawiac eq u ip men t ! . 

AO the ahow rqntptBOOl stuJt he oataaS ag 1 o (he BMaig D ocumen t s . 

Each hJ*r may whom a bid far any Hem of ir mromenu of c onth ins il on of items. AD 
bats sad cnnhiaatiun of Nds shall be opened and evataued detain promt} in order to 
iklrnmoc the hd or cwatttuuan uf bids dCTcring the total advaaleggous utedon tat 
1 LK. the bidden shad he alkmcd to office a d h cnani price for the cmabmaiioo of the 
tinman. 

\ Intrainl riipbic Hidden easy abeam further mforondaa from and loapcct the Biddint 
Documents at the office of: 

TURKISH ELEtTRJCnY AUTHORITY 

Itrsorl Muifant 

Ctu wncitT l Atljm Dqwuseat 

lotat But nut No '? Kiel 

Bshixholrr son Dunk 

ANKARA TURKEY 

Tdrx 4334J Irt imI 

Tddo a Cbl-HNl 

4 >\ Ltmpktr art uf Bidding Documents may be purchased by any Interested rlipMl 
BnUrt on (hr suNninton of ■ nntlcn nipIniMO to tho duw office and upon 
petmeei ot a DaHd«uliMc Ire of IDO USD or JOO 000 TKL at tho lodowmi sddmsn 

TURKISH ILHTtMTY AUTHORITY 

Uanl Maosgratnt 

Drpannm of F ms rue 

iDtatl Bui -an No II Knf 4 

UtMteriu S.* Dural 

ANKARA -TURK I I 

Thnsr Bats lotanttol by the Bnklm who M not rw chnw. the Bidding Duccasats 
ihafl hr irjtvlrd 

5 AH Ndi must he acroatpsmcd bv a Nd seenmy in an aisepubie form uf not less than 
1‘. Ilhtrr penxmt of tbc Nd price sail mat be iktitorcil to the daw ofliec on at 
before 13.00 k«m ,<a 32 1 I I wn 

b foda «dl hr ifmod in the pmcntx uf those Balden - repmenumes who choose to 
attend at Ufa bums on 22 II. UNO at the office 

TURKISH LLCCTRKTTY AUTHORITY 

Oeaeisl MaRagemcnt 

ftnwnoH OmnSuo 

Intd Hulun Nu27 Cnuamc Fluor Dlori A 

Bahteh-slrr Dunk 

ANKARATURREY 


Extension of Closing date for Bid Submission 

The Ethiopian Transport Construction Authority 
announces that the closing date for submission of bids 
for its lender No. T - 01/83 is extended to November 15 
/1 990 at 10:00 hours local time. 

All bidders arc requested to note the change and submit 
their bids accordingly. 

ETHIOPIAN TRANSPORT CONSTRUCTION AUTHORITY 


EDUCATIONAL 


BTN / HENLEY 


Re£. Reps 

Cut 

off dote 1 Dec 

Old 

Syllabus courses 

To 

: 0491 573598 


RENTALS 


•UAUTY FURNISHED 
FLATS AMI HOUSES 
Start art Im| M» 

» SffitaB SL, Lauda* Mt UR 
Tali 071-402 2371 Ttfec 15271 
nc(m)aim> 


BUSINESS SOFTWARE 

A selection of software packages to suit your 
business needs appears every Saturday in 
the WEEKEND FT. 

Order your copy today. 
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Burnt-out vehicles in the streets of Osaka after Qve days of rioting 


organise the labour gangs, and 
have been adopted as a cause 
by left-wing radicals. 

A 56-year-old labourer said 
last night that the police had 
betrayed the workers by taking 
money from the gangsters. He 
has lived in the area for seven 
years and indicated that there 


was generally a very delicate 
balance among the different 
outcast groups. 

There is also deep distrust of 
the police, who erected video 
cameras in Nishinari's streets 
last May and who have began 
a crackdown on the yakuza. 
Apart from one of their own 


Hope for hostages in Lebanon 


By Lara Marlowe in West Beirut 


IN A radical departure from 
past demands by Lebanese hos- 
tage-takers, Sheikh Mohammed 
Hussein Fadlallah, the spiri- 
tual leader of the pro-Iranian 
Lebanese Hizbollah movement 
has said the release of western 
hostages in Lebanon no longer 
depends on the fate of Moslems 
h el d in the Israeli-run prison at 
KTriaTTL southern Lebanon, nor 
is it linked to the safety of 15 
Shia Moslems who are believed 
to have escaped from prison in 
Kuwait 

Sheikh Fadlallah's remarks 
seemed calculated to prepare 
the way for the release of a 
British hostage. Two of Bei- 
rut’s leading newspapers pre- 
dicted at the weekend that Mr 
Terry Waite, the Archbishop of 
Canterbury’s envoy who disap- 
peared in Beirut in January 
1987. was about to be freed. 

Sheikh Fadlallah predicted 
“a happy outcome” to the hos- 
tage saga due to “the change in 
the political atmosphere in the 


region". His remarks follow 
Iran's restoration of relations 
with Britain on September 27. 

Most of the 12 westerners 
still held in Lebanon are 
believed to have been abducted 
by the Hizbollah. over whom 
the pro-Iranian sheikh wields 
considerable influence. 

In addition to Mr Waite, two 
other Britons are held hostage 
in Lebanon. They are Mr John 
McCarthy, the television Jour- 
nalist, and Mr Jackie Mann, a 
retired airline pilot 

The newspaper reports said 
economic and other agree- 
ments had been concluded, in 
exchange for a September 30 
television appearance by the 
British author Salman Rushdie 
in which Mr Rushdie apolo- 
gised for offence caused by his 
novel The Satanic Verses. 

The Khlam prisoners, who 
are held without trial, are, like 
the western hostages, a 
"humanitarian problem", 
according to Sheikh Fadlallah. 


But for the first time he 
rejected direct linkage between 
the two issues. 

"We call on every side to dis- 
sociate these two problems 
from eg rh other," he said. “All 
sides, Iran and all parties capa- 
ble of doing something, can put 
pressure to end this tragedy in 
such a manner as to avoid giv- 
ing the impression that this 
was done to make a trade - 
that one side haw bla ckmailed 
the other into doing something 
it did not want to do.” 

Freedom for 15 Shia Moslems 
jailed in Kuwait for the 1983 
bombings of the French and 
US embassies there has also 
been a consistent demand of 
Lebanese hostage-takers. 

Sheikh Fadlallah said that 
he had heard reports of their 
escape following Iraq's inva- 
sion of Kuwait, but that the 
liberation of western hostages 
in Lebanon was now "more a 
question of the overall political 
situation than of individuals." 


Kerry Packer has heart attack 


By Kevin Brown in Sydney 

MR Kerry Packer, widely 
regarded as Australia’s richest 
man, was seriously ill in hospi- 
tal last night after suffering a 
heart attack while playing 
polo. 

Spectators at Sydney’s War- 
wick farm polo ground said Mr 
Packer, 52, was helped from his 
horse after suffering discom- 
fort He was unconscious when 
ambulancemen arrived but 
was revived before being taken 
to hospital. 

Mr Packer’s illness follows 
the death last month of Mr 
Robert Holmes a Court, 
another leading Australian 
entrepreneur, who collapsed at 
bis stud farm outside Perth. 

Consolidated Press Holdings 
(CPH), Mr Packer’s privately- 
owned master company, con- 
trols a large number of Austra- 


lian magazines, the top-rated 
Channel Nine television net- 
work, most of the Australian 
che m ical businesses formerly 
owned by Monsanto, and a 
profitable US publisher of 
newspaper inserts. 

Mr Packer also owns 48 per 
cent of Australian National 
Industries, a major heavy engi- 
neering group, and significant 
property interests, including 
some large cattle stations. The 
magazine Australian Business 
recently estimated his personal 
wealth at AffiLlbn (£9lm). 

His biggest coup was the 
purchase for AS200m this year 
of the Channel Nine television 
network, which he had sold for 
more than ASlbn three years 
earlier to Mr Alan Bond, the 
former chairman of Bond Cor- 
poration. 





Gulf Arabs take 
tough line in 
reassessing their 
friendships 

Victor Mallet on a new direction 
in post-invasion foreign policy 

W HEN Mr Nayef uted troops to the multtua 
Hawatmeh, the leftist tional forces in Saudia Arabia 
Palestinian leader, is getting its reward in cash. 


officers, the police have begun 
random raids on the 45 yakuza 
offices in the area. 

They are hoping that the 
protests will end today with 
the start of the new work week 
for the labourers, but late last 
night the station was still sur- 
rounded. 


Packer: said to be richest 
Australian 


W HEN Mr Nayef 
Hawatmeh, the leftist 

Palestinian leader, 
shouted “Let the sheikhs and 
emirs go to hellT at a pro-Iraqi 
conference in Jordan last 
month, he must have known 
his feelings were more than 
reciprocated by the conserva- 
tive Gulf rulers be was abus- 
ing. 

After years of avoiding the 
international limelight, the 
Gulf states have reacted to the 
Iraqi invasion of Kuwait by 
adopting an increasingly asser- 
tive foreign policy. They are 
retaliating against their politi- 
cal enemies in the Arab world 
instead of placating them or 
buying them off. The most col- 
ourful example of the new 
direction taken by the Gulf 
states was the bitter personal 
attack on King Hussein of Jor- 
dan by Prince Vandar bin Sul- 
tan, the Saudi ambassador to 
Washington. 

In an open letter to the king 
published in the Washington 
Post and reprinted in Gulf 
newspapers. Prince Vandar 
mocked Jordan’s friendship 
with Iran «nd Ring Hussein’s 
failure to achieve an ything 
from the Palestinians. “You 
say the Kuwail-Iraq border is 
disputed and based on an intol- 
erable record created by the 
colonial British," Prince Van- 
dar wrote. 

“Your Majesty, you should 
be the last one to say that Not 
only all your borders, but your 
whole country was created by 
tho same colonial British." 

Hie Gulf’s ruling famiiipa — 
particularly those of Saudia 
Arabia and Kuwait - are the 
most generous donors to Arab 
and Islamic causes. They have 
belatedly said that ail the 
money they gave to the Pales- 
tine Liberation Organisation, 
to countries such as Jordan 
and Yemen, and to Mamin fun- 
damentalist groups h«* earned 
them more envy than grati- 
tude. 

Iraq’s invasion of Kuwait has 
also exposed to public view 
how much the thinly populated 
Gulf states depend on the west 
for protection against Iraq or 
Iran. They therefore have little 
to lose in mounting a robust 
defence of their conservative 
political views. 

“For the last 30 years we 
have been receiving advice 
from liberal ‘progressive’ 
Arabs,” says one senior official 
in Bahrain. “They have built 
an inner guilt in us, telling us 
we are bedouin or sailors and 
do not deserve our wealth. 
They accused us of being feu- 
dal, of being stooges of the 
British. 

“We behave with a bit of 
grace and understanding, but 
now we are punching back 
very, very hard." 

S audi Arabia, the domi- 
nant Arab Gulf ‘state, had 
already begun to take a 
more prominent role in Arab 
diplomacy before the Gulf cri- 
sis, and last year it invested 
considerable effort in trying to 
broker a p e ace plan for Leba- 
non. But the Iraqi invasion has 
prompted Saudi Arabia and its 
five allies in the Gulf Coopera- 
tion Council (GCC) to wield 
their stick and carrot with 
more vigour than ever. 

Egypt, which has contrib- 


uted troops to the multina- 
tional forces in Saudia Arabia, 
ia getting its reward in cash. 
Iraq, whose war against Iran 
was partly funded by Saudi 
Arabia and Kuwait, has now 
been utterly condemned. Jor- 
dan, Yemen and the PLO are 
being cold-shouldered by their 
former Gulf paymasters for 
being sympathetic towards 
Iraq. 

Qatar has thrown out a num- 
ber of Palestinians. Saudia 
Arabia has expelled all but a 
handful of Iraqi, Jordanian and 
Yemeni diplomats, cut off oil 
supplies to Jordan and 
launched a vociferous press 
campaign to undermine the 
Yemeni gover nm ent by promo- 
ting the exiled royal family 
and sowing divisions between 
the newly united northern and 
southern parts of the country. 

Saudi Arabia is also sus- 
pected of trying to destabilise 
Yemen and Jordan by financ- 
ing rebellious tribal leaders 
just beyond their frontiers, a 
traditional sort of diplomatic 
warfare on the Arabian penin-- 
sula. 

Thousands of the estimated 
lm Yem enis in Saudia Arabia 
are streaming home across the 
border in tracks and cars piled 
high with their belongings, 
after the introduction of regu- 
lations requiring them to have 
entry visas and Saudi sponsors 
If they want to live or do busi- 
ness in the kingdom. 

Yemenis were previously 
exempt. 


G ulf leaders say they 
still support the Pales- 
tinian cause, but they 
do not hide their desire to see 
Mr Yassir Arafat ousted from 
the leadership of the PLO. Nor 
has Sh aikh Zayed bin Sultan 
al-Nahyan, the ruler of Abu 
Dhabi and president of the 
UAE, been beard to repeat his 
previous warning that the US 
was the worst enemy of the 
Arabs after IsraeL 
Many Palestinians in the 
Gulf, now viewed with suspi- 
cion because of Mr Arafat’s 
friendship with President Sad- 
dam Hussain and reports of 
Palestinian collaboration with 
the Iraqi forces in Kuwait, are 
appalled by the impact of the 
Gulf crisis. They speak of rela- 
tives coming to the Golf from 
the heady pro-Saddam atmo- 
sphere of Jordan and slowly 
realising the financial and 
political implications of the 
anger felt by Gulf Arabs 
towards the FLO. 

Not all the Gulfs post-inva- 
sion foreign policy initiatives 
are ne g ati ve. Distrust of Iraq 
and its friends is accompanied 
by a renewed desire to rein- 
force ties with oil-consuming 
nations in Asia and with the 
permanent members of the UN 
Security Council. Hence the 
recent establishment of diplo- 
matic ties with the Soviet 
Union by Saudi Arabia and 

Rah rain 

Gulf rulers also recognise 
the need to strengthen the 
GCC alliance and to make 
peace with Iran - the natural 
regional counterweight to Iraq. 
“There is a requirement for 
some kind of security arrange- 
ment for the whole region," 
says Sheikh All Khalifa al-Sa- 
bah, the Kuwaiti flnnnna minis- 
ter in exile. 


NEWS IN BRIEF 


India 

plans 

austerity 

measures 


INDIA’S Finance Ministry is 
drawing up austerity measures 
before an anticipated decision 
by the gove r nment to seek a 
substantial loan from the 
International Monetary Fund, 
David Housego reports from 
New Delhi. 

The inevitability of an appli- 
cation to the Fund emerged 
over the weekend after 
Moody’s, the US credit rating 
agency, downgraded India's 
rating by two grades, from A2 
to BAA1. Moody's defines the 
new rating as that of a coun- 
try "certain to repay interest 
and principal” but undergoing 
economic difficulties. 

On the basis of estimates by 
the World Bank and commer- 
cial bankers, India needs a fur- 
ther $4-5bn this year to com- 
plete the financing of an 
expected current account defi- 
cit of glObn (2&3bn) or mote. 

‘200 Moslems killed 
in Tillages’ 

Fears that Hhidu-Mostem vio- 
lence in northern India could 
worsen over the coming weeks 
deepened yesterday, as details 
emerged of the killing of as 
many as 200 Moslems in vil- 
lages in Gonda district in 
Uttar Pradesh, writes David 
Housego in New Delhi. 

Official accounts put the 
death toll at 37. 


Egypt raises oil 
price $1 a barrel 

Non-OPEC Egypt raised its ofi 
prices by $1 a barrel yesterday 
to reflect higher international 
market rates, an Egyptian ofi 
nWrial said, Reuter reports fro 
Cairo. The top Zeit and Ras 
Wahar blends were now quoted 
at f36.80 a barrel and the 
benchmark Suez blend at $36. 

Jordan in moves to 
save energy 

Jordan, its economy ravaged 
by the Gulf crisis and a sharp 
drop in oU supplies, has 
announced emergency energy- 
saving measures and cut the 
working week, Reuter 
reports from Amman. 

Under_tlie measures, aimed 
at slashing an oil bill which 
topped J 400 m in 1988, all com- 
mercial establishments will 
close at 7pm and entertain- 
ment facilities at 1pm. 

Israel hands oat first 
gas masks 

Israel yesterday started a 
planned nationwide distribu- 
tion of 4.7m gas masks, as 
Prime Minister Yitzhak Sha- 
mir re ite r at ed Chat the Jewish 
state had no intention of 
launching a pre-emptive 
attack against Iraq, writes 
Judy Malta in Jerusalem. 

Rwanda rebel 
suspects arrested 

Government forces have 
arrested hundreds of suspected 
rebel sympathisers since fight- 
ing erupted in Rwanda’s capi- 
tal, Kigali, on Thursday night, 
r e s i den t s said yesterday, Reu- 
ter reports from Kigali 

Residents said the capital 
had been quiet for several 
hours. 


State-owned industries come under closer scrutiny 

France is unruffled by recent British and EC moves, write William Dawkins and Charles Leadbeater 
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A S 1992 approaches, 
Europe's nationalised 
industries are coining 
under the spotlight. Nowhere 
does it shine more brightly 
than on France, with one of 
the largest state sectors in the 
European Community and a 
stalwart defender of the princi- 
ple of public ownership. 

Two recent developments 
have conspired to thrust the 
issue Into greater prominence: 
• A tougher line from Brus- 
sels, which is keen to prevent 
the single market from bring 
distorted by unfair subsidies. 
After a long and bitter battle, 
the European Commission 
! recently compelled France’s 
! nationalised Renault car group 
I to repay several billion francs 
of government aid. 

Sir Leon Brittan, the compe- 
tition commissioner, plans to 
tighten controls on financing 
of state industries by requiring 
them to open their accounts to 
more searching EC scrutiny. 

• The British government’s 
decision, when referring bids 
to the Monopolies and Mergers 
Commission (MMC), to pay 
close attention to state-con- 
trolled bidders, on the grounds 
that it wants to avoid “nation- 
alisation by the back door." 

Though the government has 
not said so publicly, it is 
believed to have French state- 
owned companies particularly 
in mind. Last month, the 
Department of Trade and 


Industry referred to the MMC 
the proposed merger of the 
missile businesses of Thom- 
son-CSF. the state-owned 
defence electronics group and 
British Aerospace, and the bid 
by the nationalised Credit 
Lyonnais bank for Woodches- 
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ter, an Irish leasing group. 

French officials claim to be 
unruffled by developments. 
With the Renault affair settled, 
they take a relaxed view of 
Commission plans to monitor 
state Industry finances more 
closely. "We have had frank 
explanations with Brussels 
recently. We think we are 
beginning to understand each 
other better," says an industry 
ministry adviser. 

The official French line is 
that the British government 


has every right to vet mergers 
through the normal competi- 
tion procedures. “We don’t 
want to throw oil on a fire 
which should never have been 
started,” says a French official. 

However, some surprise is 
expressed in Paris at the DTTs 
stance on state ownership, 
viewed as a marked departure 
from Britain's previous policy 
of judging mergers purely on 
competition criteria. It seems 
all the odder given Britain’s 
fulminations at other EC coon- 
tries' takeover barriers. 

The British government 
maintains there is an intimate 
connection between state own- 
ership and anti-competitive 
practices. It says its new policy 
is not meant to be a short-term 
block on the rash of French 
acquisitions. 

DTI officials stress that by 
no means all state-owned bid- 
ders will be referred to the 
MMC, which will be called on 
to examine whether state own- 
ership also involves state con- 
trol 

One British fear Is that state 
companies can pass on subsi- 
dies in the form of discrimina- 
tory pricing, propping up 
uncompetitive businesses and 
distorting competition. There 
is concern, too, that takeovers 
could be used to continue pro- 
tectionist policies after 1992. 
The free-market Adam Smith 
Institute argues that state- 
owned groups would be biased 


towards sup pliers of their own 
nationality. Furthermore, since 
state-owned companies are bid- 
proof, their targets have no 
chance to strike back. 

Finally, British ministers 
rite strategic considerations 
which would justify blocking a 
foreign state acquiring a stake 
in defence or oil interests. 
They say this shows the policy 
is not directed at the French, 
but has a global reach. The 
concern over the Kuwait 
Investment Office's acquisition 
of a stake in British Petroleum 
two years ago was reawakened 
recently, after companies con- 
trolled by the Iraqi government 
acquired a network of compa- 
nies producing products with 
military applications. 

French officials respond that 
government generosity to the 
public sector is limited by 
national budget constraints as 
well as EC rules. Many state- 
owned companies, indeed, com- 
plain bitterly about the govern- 
ment's meanness. Because 
they are restricted from raising 
capital by issuing equity to pri- 
vate investors, some are fa r 
more in debt than their private 
sector competitors. 

Renault, admittedly, has 
benefited from a huge govern- 
ment debt write off, the cause 
of the row with Sir Leon. Yet it 
remains the most indebted car 
maker in the world. Rhdne- 
Poulenc in chemicals and 
Usinor-Sacilor in steel are 


others which have had to 
adjust their plans to cope with 
the constraints on their state 
shareholder. 

French state companies also 
claim to be run independently 
of their government share- 
holder, and their financial 
accounts are sometimes more 
informative than those of pri- 
vate sect o r counterparts. 

As for accessibility to take- 
overs, French nffieiaiB point 
out France and Brit ain are 
Europe's most open countries, 
a claim supported by a study 
by accountants Peat Marwick. 
Foreign companies spent 
FFrlTLSbn on acquisitions in 
France last year, against 
FFrlOO.'nra spent by ftench 
companies abroad, according 
to the Paris-based ma ggrim* , 
Fusions & Acquisitions. 

So what, then, is the ratio- 
nale for continued state owner- 
ship? French Industry Ministry 
advisers claim tt is to guaran- 
tee an enduring French pres- 
ence in strategically important 
industries like cars, steel, nTT 
chemicals and electronics. It 
helps to have an owner who 
does not demand Increased 
earnings every quarter, some- 
thing which French officials 
see as a weakness of private 
Anglo-Saxon Industries. 

French officials also like to 
print out that the Rome Treaty 
explicitly recognises the princi- 
ple of public ownership and 
obliges EG authorities to treat 


state- and privately-owned 
companies on the same basis. 

_ However, suspicions con- 
tinue to linger in both Brussels 
and London that similar even- 
handedness is not exercised by 
many governments in their 
sometimes opaque dealings 
with their nationalised sectors. 
How far that is true is what 
the stricter disclosure require- 
ments planned by Sir Leon 
Brittan are designed to elidt 
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JOHN MAJOR 


BUNDESBANK 


Chancellor’s first big political gamble 


THERE are now .two paths 
opento Mr -John Major.' : 

One leads just a few feet 
through the chancdtoris con- 
necting door to 10 [Downing 
Street The other Is- the more 
well-tro dden route to political 
obscurity in the -ranks of for- 
mer future prime ministers. 

. .Amid the we^flnd Bn rihnrHi 
that followed his A»rf»fon to 
take sterling; into rim E MS 
exchange-rate mechanism, the 
judgment of most of his col- 
leagues was that Mr Major had 
already taken two of the three 
steps along ty fo rm e r. 

.At a stroke- he lifted the 
gloom that threatened to 
engulf the Conservative Party 
conference, demonstrated that 
a beleaguered government 
could BtfH grasp the initiativ e, 
and ended the most debilitat- 
ing Internal row of its 11 years 
in office. “1 was. starting to feel 
that we were plodding oyer the 
mud at Passchendaete- We had 
fbzgotten how rite Kiwep npwpt 
could take-, the initiative,” one 
colleague said. 

Rivals for the eventual suc- 
cession to Mrs Margaret 
Thatcher have-been gracious 
enough to admit that Mr Major 
now wears the mantle erf heir- 
apparent. The chancellor had 
demonstrated also that if he 
were the prime minister's cho- 
sen, successor, he had enough 
political grit to stand up to her 
and win. 

“It was a great tri- 
umph ... he has killed the 
idea that he is Thatcheris poo- 
dle, 1 * was' a rmrmu»nf offeredfry 
one minister and echoed by 
several. 

In spite of his calculatingly 
grey demeanour, Mr Major will 
undoubtedly enjoy the plaudits 
this week in Bournemouth. 
But he is level-headed enough 

HOUSING . 

Cuts in 


rates 


SCANT of.. Britain's biggest 
building societies are Hkidy to 
cut their mortgage rates over 
the next few days, easing the 
downthm in the lm ne i n g mar- 
ket and giving same relief to 
Britain's hard-pressed build- 
ing industry. 

Woolwich, Britain's third- 
Mggest building society, said 
yesterday, tt -.would, .ait its 
mortgagerate of 1525 per cent 
.by up to I percentage point 
this week. Tito cut, to take 
effect on. November 1 for now 
and existing borrowers, is 
likely to be announced on 
Wednesday. Mr David Blake, 
the society's as s istant general 
manager, said aurfberc&t was 
likely later in tiie year. 

A reduction in mm.., 

lending rates, which have ; 

at record levels since March. is 
Wkwly to lift the of 

Britain's construction indus- 
try, whlrii has suffe red from a 
widespread slowdown in house 
building, particularly in 
southern England. 

Mr Kenneth Bell, chairman 
erf Bellway, one of Britain’s 
biggest house builders, said 
the decision to cut interest 
rates 'was “a tonic" for an 
indnstiy flxat bad taken a bat- 
tering. . 

The decision by Woolwich 
on its mortgage rate follows 
Friday’s decision by Nation- 
wlde An g lia , the second-big- 
gest society, to cat Its rate by 

OB percentage points, from 
15.4 per cent to 14JJ per cent, 
also from November l. 

Halifax, the largest UK 
mortgage loader, also intends 
to reduce its rate. The society 
win decide on .the -size of the 
cat in-the next few days. 

Other bnUcting societies said 
yesterday they were likely to 
cut their rates this. week. 
Bradford- A -Bingley, the 
eighth-blggest building soci- 
ety, said toe rste cut would be 
“a step to ife riglrt direction”- 
for borrow er s. •• 

peter Marsh 

PARIS . 

Mitterrand 
urges unity 

BRITAIN'S ERM, entry has 
coincided with pressure from 
President Framoafe Mitterrand 
rf-.-ftMW for * c entr alised . 
fnm p Mn economic and poflti- 

calderiston-making body. 

“An economic government 
of Europe” was the logical and 
vital next stop from economic 
and monetary union, Mr Bfitr 
terrahd told a conference 
organised by the Frano^Ger- 
man European Convention'. In 

' Pari* at the weekend. - 

European: union would be 
destined iO . failure without 
^anifled political decislon- 


to be aware also that “golden 
scenarios" frequently turn out 
to consist of foil-coated lead. 

A max who until Friday ran 
the risk of mmhhuiwg as chan- 
: cdtor the apparently contradk- 
toiy sobriquets of “the most 
poetical member of the Cate- 
net" and “a master of indeci- 
sion** now has to deliver what 
- the ERM is m«m* to pumke 
- victory at the general elee- 
tian due by mid 1992. If he does 
not, the Conservative Party 
win look to someone, else 
who it thinks can win - proba- 
bly to Mr Michael Hesettme. 

Recent history shows bow 
ruthless it e»n be. Although 
never a contender for the lead- 
ership, Mr Nigel Lawson was 
haQed as the greatest Conser- 
vative chancellor for a century. 
Now be is the scapegoat far 
everything that has gone 
wrong. 

Astute politician that he is, 
Mr Major « pgw* much of the 
weekend seeking to play down 
the expectations that he had 
generated. There were no 
dear-cut implications for the 
a ate of. the ejection: rh» bms 
would not be the cloak or 
excuse for a pre-election boom; 
inflation -would not rifeappagr 
overnight 

. Miore sober colleagues agree 
with him, "it just doesn’t 
deliver the promised land pain- 
lessly," one said. “Nothing 
does." Others have realised 
that the government is promis- 
ing a long period of befow-aver- 
age economic growth until 
industry adjusts to the new 
exchange-rate discipline. In 
France that in t e rv a l lasted five 
years. 

Mir Major’s difficulty is that 
the great majority of his col- 
leagues hope the ERM will be 
the “panacea” he insists it is 

SPAIN 



not The pressures from Mrs 
Thatcher and Tory MPs at 
Westminster will be intense. 
The prime minister after all 
was manoeuvered into the 
ERM not because she was per- 
suaded that it bag any intrinsic 
merits. Mr Major told her that 


staying outside might cost her 
the election. 

The chancellor has a well 
deserved reputation at West- 
minster as an hnnarf as well as 
s u pr emely skilful pohticiaD So 
there is no reason to doubt his 
sincerity when be emphasises 


that ERM entry is not 
as a precursor to an irresponsi- 
ble 4 or 5-point cut in moi _ 
rates, followed by a flaoh to 
polls next June. 

In private as well as pub li c 
conversations, Mr Major 
remains adamant > lwt the cen- 
tral objective must be to tackle 
lie believes that tire 
electorate is too smart to Jail 
for a pre-election party promis- 
ing another crushing hang- 
over. 

IBs upbringing in distinctly 
modest surroundings in south 
London has left him n jwo with 
deep-seated conviction that 
inflation is a social as well as 
an economic evil - its takes 
its toll first and foremost of the 
less affluent 

For all the disclaimers, how- 
ever, Mr Major is well aware of 
how politics intrudes upon eco- 
nomics. 

At the start of this year, the 
Treasury establishment 
wanted him to posh interest 
rates still higher. He declined, 
arguing that the parlous state 
of the Conservative Party 
might make a further tighten- 
ing of the screw counterprod- 
uctive. 

If the fiscal stance in this 
year’s Budget won the 
approval of the Treasury’s 
economists, the detailed con- 
tent was unashamedly politi- 
cal. Mr Major decided to play 
to the Tory back benches and 
to ordinary voters rather thqw 
to the City pundits. Yesterday 
he marto clear that, paramount 
though it was, the defeat of 
inflation would not take prece- 
dence over the government’s 
social obligations in this year’s 

p nhfnytppmWng round. 

He will face other pressures 
also. Mrs Thatcher has backed 
down on the ERM but, as Sir 


Leon Brittan said yesterday, 
the government has to do still 
more if it is to be taken seri- 
ously in negotiations on Eco- 
nomic and Monetary Union 
(Emu). The chancellor must 
now persuade the prime minis * 
ter to admit the possibility of a 
single European currency. 

Mr Major, as the Conserva- 
tive leader-in-waiting, also will 
have to tell his own party and 
the electorate a lot more about 
just what he stands for. 

His meteoric climb since 
being “spotted" by Mrs 

Thatcher during the 1987 elec- 
tion campaign when be was a 
junior social security minister 
owes much to his determina- 
tion not to be pigeonholed. 
Thatcherites chum as “one 
of us”. So, too. do the support- 
ers of one-natkm Toryism. 

The chancellor himself once 
remarked: “I prefer to set out 
the mnp I believe in in con- 
crete terms rather than in 
some quasi-visionary way". 
ffini-o frhpn l he provided a 
few dues. 

He is not an instinctive 
European like some of his 
more patrician colleagues. But 
he has a for more deep-rooted 
concern than most for the less 
affluent 

He is liberal on some Issues, 
narrow-minded on others. 

Next year’s Budget will set 
more of a manifesto designed 
to build the image of a Conser- 
vatism more attuned to the 
aspirations of the John Major 
who left school at 16. 

Whether it has much rele- 
vance will depend on the out- 
come of his first serious gam- 
ble in politics. 

Philip Stephens 


Stiff conditions 
for next move to 
monetary union 


Madrid is no longer alone in trouble 


NO ONE will be happier to see 
Mr John Major, the UK chan- 
cellor, at the E ur o p e a n Com- 
munity finance ministers’ 
meeting in Luxembourg today 

rt>ww Mr SnVhag a hte 

S panish counterpart. 

Spain has been out on a 
political limb, since Mr Sol- 
chaga proposed last month 
that the European Monetary 

Union (Binii) plmwwH 

by tiie Conmrission president, 
Mr Jacques Defers, be slowed 
down. Britain's entry into the 
exchange-rate mechanism of 
the EMS moans that finally - 
.Madrid, has almost "certain 
political backing for a one-year 
delay to the start of phase two 
of the Defers sche du le, until 
1994. 

Spain, an ardent supporter of 
the faster Defers programme 
when it joined the ERM in 
June 19B9, is in the mi d die at 
its effort to “converge" its 
inflation and interest rates to 
West German and French lev- 
els. Mr Solchaga has blown hot 
and cold about the' effects of 
the Gulf crisis, but his 
suggested delay to phase two 
marked an unmistakeable 
change of heart, if not about 
Emu ftunif , then at least about 
how quickly Spain can con- 
verge, fa spile of calls from Mr 
Defers for the prime minister 
to inter v ene, early convergence 
is simply on longer on the 
table. - 

Even before the Gulf crisis, 
the warning signs were there. 
Ttds year’s current-account 
deficit was going to rise some 
70 per cent to around S16ha 
(£&2m) as tourist income foil 
10 per cent. The peseta has 
continued to trade s! the top of 
its 6 per cent fluctuation band, 
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where it Is cLeariy overvalued. 

The authorities have held 
interest rates deliberately high 
to draw in cheaper imports 
from Germany and France and 
thus force local industry to 
compete. Soon after jo ining the 
ERM, Madrid added another 
monetary weapon, a credit 
squeeze, to help cool down the 
economy, and there were signs 
that the combination of the 
two was working. 

Annualised Inflation of 7.1 
per cent when Spain joined the 
ERM fell to 6.2 per cent by 
July. Growth to private credit 
slowed from an average 17.6 
per cent in 1989 to 12 per cent 
by last August Import growth 
slowed so much that by 
August the trade deficit was 
up only L6 per cent on 1988. 

Politically. ERM membership 
has been the biggest success in 
Spain’s fonr-year-old EC mem- 
bership. Mechanically, the 
E R M has worked as well - the 
central bank seldom intervenes 
to hold the currency in its fluc- 
tuation bands. 


However, the economic bene- 
fits, if any, are for from appar- 
ent and the Gulf crisis threat- 
mis to recharge inflatio n and 
widen the current deficit while 
the rest of the economy contin- 
ues to coed. The credit squeeze, 
which initially did more dam- 
age to demand than the strong 
peseta, has meanwhile been 
discredited by the rapid growth 
of a local commercial paper 
market. 

That, and Mr Solchaga’s 
modest fiscal restrictions in his 
budget for next year, would 
leave the exchange rate, and 
thus ERM membership, 
exposed as the last conven- 
tional macroeconomic weapon 
left in Madrid's arsena l . The 
attempt to import low inflation 
has not yet worked and the 
currency is again poised to 
become a weapon of last resort 
- Spain devalued in 1976 and 
1977 to get itself out of trouble. 

In Spain, wm membership 
has not been accompanied by 
profound changes in economic 
culture. Interest rates of 16 per 

CENTRAL BANKS 


cent matter little to Spaniards 
who were borrowing at more 
than 20 per cent at mid boom 
in 1987. Moreover, Spain, 
unlike Britain, has a public- 
sector deficit, which forces the 
state to borrow and to hold 
Interest rates up. 

Even though credit demand 
has fallen, the danger is obvi- 
ous. Spain needs imported ail 
for 52 per cent of its primary 
energy needs against an EC 
average of 32 per cent This 
August’s Pta7bn (£37m) cur- 
rent-account deficit was three 
times as high as in August 
1989. This year, inflation is 
now expected to touch 7 per 
cent, just above 1989. That 
alone adds a year to conver- 
gence. 

Mr Solchaga has retreated, 
under internal party pressure, 
from a tougher budget. His 
success will depend on 
whether anyone in Spain 
believes the measures he has 
in place will actually slow 
inflati on. Yet few people think 
his 5 per cent inflation target 


for 1991 is credible. If Span- 
iards, who save little, thought 
interest rates would foil, then 
why not wait before borrow- 
ing? "People have never 
believed interest rates would 
foil," says Mr Joaquim Muns, a 
Catalan economist. 

So Mr Solchaga, having only 
partly succeeded in engineer- 
ing an economic freeze, is now 
haniring on the Gulf crisis to 
finish the job for him. The 
property boom Is over and the 
country’s truck-bound distribu- 
tion s yst e m will quickly pass 
on oil price rises to consumers. 
Although the economy remains 
energetic, the Gulf crisis has 
raised the spectre of recession. 
Car sales in September were 35 
per cent down on last year and 
the government is predicting 
GDP growth of just 2A per cent 
for next year. 

This year, employers gave in 
to wage demands of more than 
8 per cent. Next year they may 
not have the money to do so. 
Government calls for 5 per cent 
wage increases next year have 
already galvanised the big 
trade onions and will meet 
strong, perhaps even violent, 
oppoation. 

Mr Solchaga is doing Ms best 
to be calm. Spain may have' 
had to play an uncomfortably 
prominent role in Rome in 
December when EC leaders 
meet to discuss changes to the 
Treaty of Rome, the Communi- 
ty’s constitution, to pave the 
way for monetary union. 
Britain’s entry into the same 
ERM band as Spain’s ghnnlfl 
mean that, for the moment, the 
Spanish are in trouble but no 
longer quite so alone. 

Peter Brace 


THE GERMAN Bundesbank 
has begun drawing up a blue- 
print for the second stage of 
European Monetary Union to 
challenge the plan of Mr John 
Major, the UK chancellor of the 
exche quer, based on a parallel 
currency known as the hard 
Ecu. 

A paper entitled “Compro- 
mise proposal for the second 
stage of Emu* has been circu- 
lated among European central 
hanks and proposes that the 
transition from the present 
stage of Emu to stage two 
should take place on January 1 
1994. provided certain stiff con- 
ditions are met 

The paper, which so for is 
neither official Bundesbank 
nor German policy, develops a 
plan for the second stage of 
Emu that was put forward by 
the Dutch central bank a 
month ago. 

Although still an unofficial 
document, it is significant 
because it indicates that the 
Bundesbank is softening its 
previous hard line that stage 
two should be defined only 
when an EC treaty has been 
agreed which establishes how 
the final stage of Emu will 
took. 

Mr Major’s plan for an evolu- 
tionary approach to Emu and a 
later Spanish proposal that 
would make use of the hard 
Ecu in the course of phase two 
appear to have pushed the 
Bundesbank into considering 
earlier action. 

The specific proposals for 
stage two are sketchy. The 
Bundesbank paper proposes a 
strengthening of the multilat- 
eral surveillance procedure by 
which EC member states exert 
peer-group pressure on one 
another to pursue sound eco- 
nomic policies. 

It says convergence of anti- 
inflation policy “could be fos- 
tered by a hardening of the 
Ecu", but gives no details of 
what that might entail. 

The paper adopts a Dutch 
suggestion that the EC Com- 
mittee of Central to»nic Gover- 
nors, which the Bundesbank 
president Mr Karl Otto Pohl 
has likened to an embryonic 
European central bank, could 
be transformed into a Council 
of Governors. That would cre- 
ate a body with a legal person- 
ality, unlike the present gover- 
nors’ committee. 

Towards the end of stage 
two, the council of EC econom- 
ics and finance ministers 
would decide to start the third 
and final stage of monetary 
union within a short period of 
time. That would involve a 
unanimous decision by mem- 
ber countries to set up a Euro- 
pean Central Bank (ECB). 

SIR LEON BRITTAN 


The Bundesbank working 
paper sets some lough condi- 
tions for transition to stage 
two and for the later move 
from stage two to three. 

To move to stage two: 

• The EC must have created 
its planned single EC market, 
including the elimination of 
border controls, so that there 
can be free movement of per- 
sons, goods, services and capi- 
tal among the 12 member coun- 
tries. 

• All member states’ curren- 
cies must be in the narrow 
band of the European 
exchange-rate mechanism. 

• The treaties on Emu, to be 
agreed by the EC Intergovern- 
mental Conference, which 
starts in December, must be 
ratified by all. 

• Monetary’ and compulsory 
financin g of public deficits is 
to be banned in all member 
states. 

• The national laws of all 
member states must provide 
that central bank governors 
are not subject to instructions 
or recall. 

• The convergence of anti-in- 
flation policy among all EC 
member states taking part in 
Emu must have “progressed 
substantially”. 

Similarly tough conditions 
would dictate the move to 
stage three. 

Inflation would have been 
“very largely eliminated” in ail 
EC countries with price differ- 
ences “virtually stamped out". 
Budget deficits in all countries 
would have been reduced to 
levels that are "unproblematic 
in terms of anti-inflation pol- 
icy". 

The process of convergence 
would have to be accepted by 
the markets in the form of a 
virtual harmonisation of capi- 
tal market rates. 

National legislation would 
have to be changed to make 
national central banks politi- 
cally independent and to allow 
the ECB to function. 

The plan would enable coun- 
tries not participating in mone- 
tary union from the beginning 
to join after a transitional 
period. 

The Dutch central bank orig- 
inally proposed moving to 
stage two at the beginning of 
1994 so that tbe political 
momentum towards Emu 
would be maintained. 

The Bundesbank paper is 
understood to be the work of 
Mr Hans Tietmeyer, the direc- 
tor in charge of the bank's for- 
eign relations, and has yet to 
be approved by Mr P5M, the 
bank council or the govern- 
ment in Bonn. 

Peter Norman 


Proposal for ‘hard Ecu’ 
wins conditional approval 


MR JOHN MAJOR’S plan for 
developing a “hard Ecu" stood 
a reasonable chance of being 
accepted as the right way for- 
ward if Britain recognised that 
creating a European Monetary 
Fund was a part of tbe process 
towards monetary union. Sir 
Leon Brittan, said yesterday. 

Sir Leon, European Commis- 
sion vice-president, said Mr 
Major’s commitment that deci- 
sions about monetary union 
should be for a future parlia- 
ment could be met by incorpo- 
rating a "trigger mechanism”. 


He said that Britain's own 
proposals involved the creation 
of a “highly supra-national 
body". “If I were against any 
kind of pooling sovereignty, 1 
wouldn't be in favour of the 
Major plan but I think it has 
merits precisely because it 
does accept that there is a 
strong case for moving towards 
supra-national pooling of sov- 
ereignty on monetary Issues," 
he said. 

Alison Smith 


Member states agree 
participation details 


Sterling will unsettle cosy arrangement 


A. flfagie European currency 
and central bank “would have 




a policy”, said Sir Mitten and. 
“There most be an econo m ic 
government of Europe," Other- 
wise European union wo uld 
never be reliable. 

Wiljfiajii Dawkins 


Communique .from the EC 
mnnetaiy committee 

MINISTERS and central bank 
governors of the member 
states of the European Commu- 
nity have decided by mutual 
agreement, in a common proce- 
dure involving the commission 
and after consultation with the 
monetary committee, on the 
terms an which the pound wiE 
participate from October 8 
1990. 

The ministers, the governors 
and the commission warmly 
welcome the participation of 
. staffing in the ERM. marking a 
ri gntfkwwt advance In the eco- 
nomic and monetary integra- 
Hrw of the European Commu- 
nity. 

At the outset of Stage One of 
economic and monetary union, 
they take today’s decision as a 
strengthened commitment by 
the UnfljBh authorities to pur- 
sue a firm anti-inflationary pol- 
icy based on an appropriate 
policy mn l fa Him with the dls- 
aplme flf the ERM. 

' . They emphasise also that the 
enlargement of the ERM under- 
lines the need for co ntinu ed 
efforts and dose co-operation 
among "EC countries to secure 
■ convergence. 

Fluctuation margins of 6 per 
cent wm be observed around 
the bilateral central rates of 
the pound sterling for a transl- 
ttonal jwriod. All other bllat- 



units par 

lea 

Belgian franc 

42.4032 

Danish kroner 

7.84195 

D-Mark 

2.05588 

Spanish peseta 

133.831 

French franc 

839509 

Irish punt 

0-787417 

Italian lira 

153844 

Luxembourg franc 

42.4032 

Dutch guilder 

2.31643 

UK pound 

0.696904 

Greek drachma 

205.311 

Portuguese escudo 

172735 


BILATERAL CENTRAL 

RATES OF C 

against othor ERM 

ctHYiicloa 

Belgian franc 

60.8451 

Danish kroner 

11.2526 

D-Mark 

2,9500 

Spanish peseta 

191.750 

French franc 

9.89389 

Italian lire 

2207.25 

Luxembourg franc 

626451 

Dutch guilder 

232389 


THE ENTRY of sterling into 
the ERM presents the central 
banks of the European Com- 
munity with a significant chal- 


eral central rates and interven- 
tion rates within the ERM 
remain unchanged. The deci- 
sion on the pound sterling has 
only marginal agri-monetary 
consequences. 

The compulsory intervention 
points in the ERM will be com- 
municated by the central 
banks in Hma for Hw» opening 
of foreign exchange markets on 
October 8 1990. 


into their cosy arrangement 
has been thrust the fourth 
most actively traded currency 
in the world and, historically, 
one of the most volatile. 

Because the ERM now 
g roups two of the four most 
active currencies, the practical 
problems of managing tbe 
mechanism will grow consider- 
ably. These difficulties could 
manifest themselves as early 
as this week, when many pre- 
dict sterling will move to the 
top of its permitted band 
against other EC currencies. 

Mr Jim O'Neill of Swiss 
Bank Corporation in London, 
said: “There is going to be a 
battle between the markets 
and policy-makers in the UK 
and elsewhere." 

Alth ough trading volume in 
sterling has fallen considerably 
in the past 12 months, the cur- 
rency’s volatility has long 
attracted bank dpating roams, 
which have more chances to 
make money when currencies 
are swinging about Their trad- 
ers will have a vested interest 
ill maintaining that volatility. 

If the UK’s decision proves 
successful, ami particularly if 
there is a move fairly soon 
from the 6 per cent limit to &25 
per cent, sterling’s stability 
would mean the attraction of 
trading it would wane. 


LEADING BRITISH and DS banks operating in 
the London foreign exchange market have 
agreed to widen the spread between buyer and 
seller rates to sterling in response to a sharp 
reduction in trading volume in the pound in the 
past 12 months. 

The banks hope the move will make trading 
of sterling more lucrative to banks and thus 
encourage smaller banks bade Into tiie business. 

At a meeting last month, the banks screed to 
widen the spread for most deals from 6 to 10 
basis points, for trades involving the dollar 
(each basis point is one-hundredths of a US 
cent) and from 3 to 5 basis points for trades 
involving the D-mark (a baas point is one- 
hundredths of a pfennig). 

There are several reasons for the drop in 
trading in sterling. Many banks have been 
reducing their foreign exchange operations as 


they try to economise in a difficult period for 
tmnkR- Some have withdrawn as they have 
incurred severe losses in trading sterling, 
which has been volatile. 

As market makers, the banks are required to 
dual with all comers at the finest prices. But 
because of the retreat of other banks from the 
marke t, they have been onable to reduce their 
own exposures and have been vulnerable to 
mar ket swings. Bankers say the effect of this 
may have been compounded by a relative 
absence of intervention from the Bank of 
Rngfowd, except for when sterling came under 
severe pressure as it did last month. 

to retrospect, it appears that the UK authori- 
ties were nervous about a collapse to sterling 
ahead of entry into the ERM, but were also 
hy jn g careful not to send signals about entry 
that would be misi n te r preted. 


ESTIMATE OF POUMP EFFECTIVE UMITS 

Indian lira Bfr DKr Pun* 


D-mark Ftr 


Dfi 


3.121 

2389 


10460 3519 2339J57 
2615 3J2S5 2,15281 


0230 11.91 1.18 1920T 

S211 1295 1.07 18225 


Undto or* dictated by nMUntfa mawWiwra In ERM wtti tw peaata. and ara iaaa ten tha 
Bworadcal fhteta of flte on «mar turn a control naeo. OfUaf rate# Is bo piMMOd May 

_SairCT»: Salomon Brcthon 


The central banks in the 
ERM consult together three 
times a day, when they “make 
observations about their bilat- 
eral parities and tell each other 
about intervention", in the 
words of one central banker. 

However, the efficacy of for- 
eign exchange market inter- 
vention in sterling may be for 
more limited than it was in the 
case often given as the closest 
parallel - the Spanish peseta's 


entry into the ERM. Capital 
flowed into Spam’s relatively 
underdeveloped financial mar- 
kets. Spanish companies added 
to these inflows: seeing the 
peseta tied to the D-mark, they 
derided to borrow at few inter- 
est rates in the German cur- 
rency. rather than at high 
rates in their own. 

A relatively small inflow of 
capital into Spain was enough 
to put significant upward pres- 


sure on the peseta in the ERM. 

By contrast, Britain’s finan- 
cial markets are probably the 
most sophisticated and deepest 
outside the US, and have the 
capacity to absorb tens of bil- 
lions of dollars in inflows. In 
the face of this, even the EC 
central banks could quafl. Mr 
Steven Bell of Morgan Grenfell, 
the UK merchant bank, said: 
“This is bound to reduce the 
power of intervention." 

Thus, in the short term, 
many believe that the govern- 
ment will be forced to cut 
interest rates again fairly 
shortly. Mr Bell said London’s 
money markets were discount- 
ing an II per cent base rate by 
the second half of next year. 

In the longer run, the hope 


of the ERM’s proponents is 
that its discipline will force 
Britain’s inflation rate down to 
that of its neighbours. 

If this does not happen, the 
fear is that when interest rates 
are cut, the pound will collapse 
as the huge capital inflows are 
reversed. This would eventu- 
ally force sterling to devalue or 
withdraw from the interest 
rate mechanism. 

Sterling closed above DM3.02 
in New York on Friday. Hie 
theoretical 6 per cent band in 
which sterling can trade 
against the D-mark would 
allow it to swing from about 
DM2.78 to DM3.13. Sterling was 
last below DM2.78 in February. 

fa practice, though, sterling 
can fall only to around DM2JS) 
without hitting the limit 
against the peseta: the 6 per 
cent limit applies against all 
other currencies and the peseta 
is 3.5 per cent above its central 
rate against the D-mark. 

Thus, while the peseta 
remains the strongest RRM 
currency, it is it rather than 
the D-mark which will provide 
the effective limit for any fall 
in the pound. The sterling- 
peseta rate then becomes an 
issue of central importance to 
the UK authorities. It also 
means that, while DMJL95 is 
the so-called central rate, ster- 
ling's capacity for depredation 
is more limited than its capac- 
ity for appreciation. 

Stephen Fidler 
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BRITAIN AND THE EMS 


Business Entry spurs debate over pay bargaining 


sees a 

guiding 

light 

THERE WILL be furrowed 
brows in the boardrooms of 
British companies this week as 
executives start to come to 
terms with the country’s mem- 
bership of the exchange rate 
mechanism. 

Managers will have to deal 
with a complex set of related 
questions- How much will a 1 
percentage point cat In Inter- 
est rates, with more in pros- 
pect, reduce their borrowing 
costs and stimulate demand in 
the UK7 How will their com- 
petitiveness with the rest of 
the European Community be 
affected by sterling poshing 
the top of its 6 per cent range 
against the D-mark and what 
offsetting measures will they 
need to take? How will trade 
with the US be affected if the 
pound continues to strengthen 
against the dollar? 

They will have one factor in 
their favour which they did 
not before, the knowledge that 
there are limi ts on sterling’s 
volatility. This stability will 
help managers draw np their 
strategies, not just for meeting 
continental competition bnt 
for business generally. 

Verson International, the 
Midlands capital equipment 

maker, will be exposed to all 
three factors. About 40 per 
cent of its turnover of £70 last 
year came from the UK. with 
29 per cent from the rest of 
Europe and 10 per cent from 
the US. 

According to Mr Urn Kelle- 
her. c hair man and chief execu- 
tive. the stability brought by 
ERM membership will have 
strategic significance for com- 



panies. He says: “This means 
we can supply the EC from our 
British base without worrying 
that exchange rate fluctua- 
tions will cut across us. That 
in torn means we have no 
incentive to make acquisitions 
in Enrope to help shield ns 
from those factors. The UK is 
definitely locked into Enrope." 

The move into the ERM has 
confirmed the company’s strat- 
egy to focus on acquisitions in 
the US as the priority. Mr Kel- 
Idler says: “Protecting against 
volatility against the dollar 
will now he important’* 

This division of concerns 
will be a feature of many man- 
ufacturers’ deliberations. An 
analysis of the turnover of the 
top 20 engineering companies 
published this year by County 
NatWest, the stockbroker, 
shows that on average they 
earn as much in the US as they 
do in Europe. 

Mr Kclleher was not worried 
by the entry rate, which would 
be tight but not intolerable. 
He says: “In the past few years 
we have gone as high as 
DM3. 20. We bave Invested 
strongly so onr productivity 
matches our continental com- 
petitors. We arc not planning 
to change our approach to pay 
bargaining at all because we 
know onr productivity trend is 
good. It la those who have not 
invested who will be hit." 

A case In point will be some 
of the thousands of small com- 
panies which inhabit the 
undergrowth of the mechani- 
cal engineering Industry. 
Investment In that sector grew 
at only 4 per cent a year 
between 1984 and 1988. 

It is companies in these 
sorts of sectors, where there 
has been low investment and 
relatively laggardly productiv- 
ity growth, which will sec 
their margins consumed with 
the pound at DM2.95. 

The Immediate one point cut 
in interest rates will be of lim- 
ited relief. Mr Kelleher says: 
“It will not make modi differ- 
ence. People have underesti- 
mated the lethargy in the real 
economy. It might get con- 
sumer spending going again 
but not manufacturing." 

Of the prospect of further 
cuts in the pipeline, he says: 
“So much of business Is about 
confidence and now people can 
see a clear path for interest 
rates gradually coming down 
they will plan with much more 
confidence." 

In Vers on’s case that will 
have a bearing not just on 
demand and the cost of bor- 
rowing bnt directly on its com 
pctjtiveness and margins. 

The euphoria which has 
greeted ERM entry might seem 
III placed with interest rates at 
14 per cent interest rates, the 
pound above DM3 and parts of 
industry moving Into low gear. 
Yet many companies believe 
they can now see a light which 
will guide them out of the 
gloom. Tor some, it will prove 
to be a false dawn. 

Charles Leadbeater 


STERLING'S entry into the 
Exchange Rate Mechanism of the 
European Monetary^ System will 
have an immediate impact on the 
tone - and possibly the settlement 
level - of forthcoming pay negotia- 
tions. In the longer term it could 
have Implications for Britain's pay 
bargaining structures. 

Among European countries, the 
UK has one of the least centrally 
coordinated systems of pay determi- 
nation. Full British membership of 
the EMS is likely to result in a closer 
examination of how Britain’s Euro- 
pean competitors tackle wage talks, 
especially if the Labour Party wins 
power at the next general election - 
due in 1992 at tbe latest . 

Those deliberations will take some 
years. Of more immediate concern to 
British industrialists will be union 
reactions to government warnings 
that ERM entry will Increase the 
relationship between pay and job 
levels. 

There were no signs yesterday of 
union leaders moderating their pay 
demands. Mr Alan Tuffin, general 
secretary of the Union of Communi- 
cation Workers, said he would be 
going for a settlement in excess of 
inflation in negotiations covering 
160,000 workers at Royal Mail 
Letters. 

Predictions of future fails in 
the inflation rate carried little 
weight, said Mr Tuffin. “Most of us 
in bargaining are looking back- 
wards. It is about what has hap- 
pened over the last 12 months. We 
are just trying to catch up. We are 
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Unhappier times: British Leyiand workers during the pay strike of 1981 in the midst of recession 


chasing inflation rather than creat- 
ing it” 

Mr Jack Adams, national officer of 
the TGWU general workers’ union, 
leading talks at both the Jaguar and 
Rover Group vehicle manufacturing 
companies, said ERM entry did not 
affect the anions' position at the 


talks. Negotiations at Jaguar and 
Rover face upward pressure because 
of pay awards this autumn at Ford 
and Vauxhall which will lead to 
rises of more than 13 per cent and 12 
per cent respectively, as the second 
instalment of two-year pay deals. 

In spite of the apparently uncom- 


promising comments of union lead- 
ers, there are several factors which 
could ease pay pressures on employ- 
ers. 

First the easing of mortgage rates 
will lessen shopfloor demand for 
higher wages. 

Second, union leaders will be less 


willing to countenance confrontation 
with employers because of the 
increased possibility of an early Brit- 
ish general election which ERM 
entry has brought about. 

Third, the message that pay rises 
affect job levels is likely to have an 
increasingly powerful effect on a 
British workforce already concerned 
about tbe growing number of lay-offs 
in recent weeks. 

Britain's entry into the ERM 
means that it will no longer be possi- 
ble to compensate high pay and 
price rises by allowing sterling to 
fall. Businesses will lose competi- 
tiveness against European rivals 

Eninas they curb costs. Emphasis on 
matching productivity levels abroad 
will have to increase or jobs will be 
lost 

Mr Tuffin said yesterday that the . 
complexities of such arguments 
mean they are unlikely to-carry 
much weight among workers .None 
the less it was the prospect of ERM 
entry which in part prompted Mr 
Tuffin and Mr John Edmonds, gen- 
eral secretary of GMB general work- 
ers’ union, to suggest this summer a 
more centralised system of pay bar- 
gaining. 

Drawing on practices overseas, 
they want negotiations to be 
concentrated in the first three 
months of the year and for a 
target range for settlements to be 
established following publication of 
the government’s annual statement 
of the economy and a national 
debate involving unions and 
employers. This, they believe, would 


reduce the phenomenon of pay leap- 
frogging. 

In most European countries except . 
the UK, them are industry-level bar- 
gains in each industry , whose 
results apply with the force of law or 
custom m eech compan y. Th ese are 
often Info rmed by data from central 
government institutions and, 
although pay levels can be supple- 
mented at Individual plants, the pat- 
tern of settlements tends to be more 
uniform *h gTi in the UK. 

The proposal for more coordina- 
tion is not considered an option by 
the present leadership of the Conser- 
vative Party, which during the last 
U years has encouraged further 
decentralisation of pay bargaining. 

In the Labour movement many- 
i qHn w leaders are wary that more 
pay centralisation could be tbe pre- 
lude for a statutory incomes policy. 

The Labour Party is formulating 
its pay bargaining policy but it has 
ruled out a statutory incomes policy. 

In its policy review, the party says it 
would adopt a "more open approach 
to economic management, outlin- 
ing. ..the likely course of the econ- 
omy and the options facing the 
nation." 

It wants regular talks between 
government, employers and unions 
on economic prospects and a new 
Independent statistical unit to pro- 
vide information on European pay. 

Its leaders will argue that Britain’s 
participation in the ERM will make 
the unit’s establishment more vttaL 

Michael Smith 


Kinnock loses economic aces from strong-looking hand 


THE Labour Party today finds itself 
bereft of two of the economic aces it 
had been counting on to give it a 
winning hand over the Tories as 
they start their conference in Bour- 
nemouth today. 

As sterling joins the ERM and 
Interest rates are cut, the one ace 
left In Labour’s hand - credit con- 
trols - looks more like the joker in 
tbe pack. 

The Government’s ability to make 
swift changes to the British economy 
and Us relationship with continental 
Europe makes Labour’s economic 
policies appear all the more Impo- 
tent. 

Mr Neil Kinnock had delighted 
delegates at Labour’s conference in 
Blackpool last week with a speech 
promising that Labour would negoti- 
ate full British membership of the 
exchange-rate mechanism; cut inter- 


est rates to lift the burden on indus- 
try, and impose credit controls to 
wyntain domestic dgmand. 

Labour had widened its lead in the 
polls for having presented a deeper 
commitment to European ^mnnmip 
and monetary union than the Con- 
servatives as well as for pledges to 
spend more on t raining , education 
and the infrastructure without mak- 
ing 14 out of 15 taxpayers any worse 
off 

On the last day of Labour’s party 
conference, it crowed about tbe anni- 
versary of 15 per cent interest rates 
and looked forward to another high 
point in the campaigning diary. 

On the last day of the Tories’ con- 
ference, the retail prices index could 
show UK headline inflation as high 
as 11 per cent, twice the average rate 
of Britain's European partners. 

Mr Kinnock has delivered broad- 


side after broadside at the the Con- 
servatives’ economic record. “A year 
ago at their annual conference," he 
said, “the Tories were promising 
that they would make the economy 
stronger. It is now in recession.'' 

In 1979, unemployment was 125m 

and falling T oday , he flftjd , It was 

L6m and rising, while tbe balance- 
of-payznents deficit had moved fr om 
a rough equilibrium towards a £17bn 
deficit for 199041. 

While the timing of the Tories’ 
ERM gamhle was as much a bomb- 
shell to Mr John Smith, the shadow 
chancellor, as it was to the financial 
markets. Mr Smith must have been 
arming himself for this moment. He 
must have rated as very slim the 
ohanrps that sterling would still be 
outside the ERM and interest rates 
still up at 15 per cent by the time an 
election came round in 1991 or 1992. 


If he becomes chancellor in 1992, 
he win have the pleasure of saying, 
as Mr Harold Wilson did in 1964. that 
Labour had taken office after 13 
years of Tory misrule. But until Mr 
Smith ran savour that line, the pub- 
lic will have to be content with pol- 
icy so far presented. 

Mr Smith made obvious in private 
that tbe electorate would have to 
wait until he is chancellor, not chan- 
cello r-in- waiting, for the fine print to 
emerge from the broader picture. 

That is tbe consequence of Mr 
Smith's understandable refusal to 
put numbers to his plans for spend- 
ing and taxation. He can then more 
easily dissociate himself from the 
stigmas of high spending, taxation 
and inflat ion. Mr Kinnock said he 
would not cut tares, although he 
could change "tax bands to increase 
fairness". 


To make such promises. Mr Smith 
has to keep his fiscal cards as dose 
to his chest as possible. 

It is easier to talk of growth sim- 
ply supplying cash - the socalled 
“national dividend" - for the prom- 
ised increased investments in educa- 
tion, infrastructure and other ser- 
vices. 

However. Mr Neil Mackinnon, a 
cons ultant to the Labour Party on 
economic policy, says that if there is 
a Labour government in 1 9 92, he is 
afraid that "the UK will be in such 
bad shap e that he [the chancellor] 
will have to loosen fiscal policy to 
get the necessary growth out of the 
economy to fund his spending 

plan*: " 

Nevertheless, there are still credit 
controls. The party’s economic con- 
sultants say Labour realises that 
separating consumers from credit 


after a decade of rapid liberalisation 
of the financial markets would not 
be enforceable. Thus the controls are 
more likely to take the form of credit 
“management” for financial institu- 
tions, and tbe imposition of reserve 
asset ratios for hanks. 

As the economy adjusts to the 
tigh tening effects of life within the 
ERM, however, it appears likely that 
credit controls will be less needed, 
while the economic growth to fund 
investment will be harder to come 
by. 

The convergence of Labour’s poli- 
cies with the Tories' - whoever has 
stolen clothes from wham - under- 
scores the reality that Labour is 
likely to bave little scope for big 
policy changes if it does inherit the 
UK economy. 

Rachel Johnson 



Tony AnOmn 

Winning hand loses two aces: John Smith and Labour’s deputy leader Roy Hattersley 

ECONOMIC DEBATE 

Labour shifts the attack 
to underlying problems 


LABOUR yesterday signalled a 
tactical shift in its assault on 
government economic policy in 
the light of Britain's ERM 
entry, to focus more on under- 
lying structural problems such 
as training and industrial 
strategy. 

Mr Neil Kinnock. Labour 
leader, joined a chorus of his 
party's economic spokesman 
by stressing that the move was 
a "necessary, but far from suf- 
ficient” condition for economic 
recovery. They said it would 
bring only short-term gain 
unless backed by policies to 
tackle deep-seated economic 
problems. 

The change of emphasis 
highlights Labour's implicit 
recognition that Friday’s 
announcement will signifi- 
cantly alter debate at Westmin- 
ster on the economy - and 
Europe. Previously, Labour 
attempted to score political 
points over differences 
between Mrs Margaret 
Thatcher and the Treasury. It 
urged swift entry into the ERM 
and sought to portray itself as 
the more pro-European party. 

Labour yesterday said its 
immediate concerns about 
delaying ERM entry had been 
stemmed but they were as 
nothing compared its fears 
about the remaining economic 
problems. Mr John Smith, 
shadow chancellor, said secur- 
ing ERM entry, lower interest 
rates and credit controls had 
been "just what the Govern- 
ment should do now". 

He said ERM had to be 
accompanied by “IRM" - 


industrial recovery measures. 
That would include measures 
to stop investment falling, 
boast education and training, 
and promote exports and a vig- 
orous use of regional policies. 

Ms Margaret Beckett, 
shadow chief secretary to the 
Treasury, said problems of the 

"real economy", including poor 

education and training, would 
come higher up tbe political 
agenda as the next election 
approached - particularly if 
inflation was falling. 

"Our theme has long been 
tbe needs of the real economy.” 
she said. "Inflation is 
extremely Important but I 
would be surprised if it was 
quite the same focus of atten- 
tion at the general Section as 
it is at the moment" 

Echoing Mr Smith, Mr Gor- 
don Brown, Labour's trade and 
industry spo k esman, said the 
government had to "rise to the 
industrial challenge" of ERM 
entry. "Without the industrial 
measures we have consistently 
outlined, British industry will 
not get the frill benefit from 
entering.” 

On the wider question about 
where joining the ERM had left 
debate on future European eco- 
nomic and monetary union, 
Labour found it harder to dis- 
tinguish itself from the govern- 
ment's position. 

Official party policy is that 
ERM entry makes greater 
co-operation on monetary pol- 
icy between European Commu- 
nity countries "both inevitable 
and desirable". But there is 
considerable opposition within 


the party to a headlong rush 
towards Emu as set out In the 
Delors report and to the setting 
up a non-accountable Euro- 
pean central bank. 

Labour also argues that a 
“bedding-in” period is needed 
following sterling’s ERM debut 
before further steps are taken. 
Like Mrs Thatcher and tbe 
chancellor, it believes deci- 
sions on a single currency are 
irrelevant at this stage and 
wants more debate about Emu. 

Where there are differences 
is in the objectives Labour 
would seek from European 
Integration. Tbe shadow chan- 
cellor said his party placed 
greater stress on promoting 
the social charter as a means 
of furthering cohesion within 
the community. He also 
wanted effective regional poli- 
cies within the EC. 

Labour frontbenchers know 
that In their own ranks there 
are sharp differences about 
European integration - at 
least on the means by which it 
is achieve, if not the objectives. 

So far these have been kept 

under wraps by concentrating 
on ERM entry as a first step 
and expressing caution on sub- 
sequent stages. 

With December’s inter- 
governmental conference on 
economic arrd monetary union 
fast approaching, and the 
debate on ERM entry removed 
from the political agenda, that 
fragile alliance will become far 

harder to sus tain 


THE 

CHANCELLOR 
HAS TAKEN 
US INTO THE ERM 
WHERE WILL 
THIS TAKE YOUR 
BUSINESS? 


For an informed view call Tim Goode on 071-260 0166, 
or David Simmonds on 071-260 0779. 
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Stricter aero-engine checks likely 


By Paul Betts. Aerospace Correspondent 


. AIRCRAFT ENGINE makers 
are expected ta face much 
more stringent - certification 
Itf ocedare s wbentbey develop 

derivatives of ftviirtlng AngfwA 

desims, as a result of the Keg- 
worth air crash. 

That is one -of -the main con: 
tinstone of the inves tig ations 
into file Kegworth, Leicester- 
shire, disaster, in which 47 peo- 
ple died when a British. Mid- 
land twin-en gine d Boeing 
737-400 crashed in' January 1069 
on th e Ml mo torway-The acct 
dead occurred when the pilots 
shut down the wrong png mo 
after a broken fsm blade had 

damaged the other an gfae- 

The CFM56-8C wn gineft pow- 
ering the Boeing 737 were new 
derivatives of the CFM56 
engine family jointly mamxhi> 
tared by General Electric of 
the US and Sn^ma of France. 

Snecma officials said in Paris 
that the technical flaw, in the 
derivative engine would have 
been seen immediately JTii hart 
gone through tfae foil Gratifica- 
tion process required for brand 
new engines. However, it did 
not. show up in the normal, less 
rigorous certification process 
tor derivative en giney - 

The French -engine make r 
expects the report on the Keg- 
worth disaster- - by the Air 
Accident Investigation Branch . 
of the Department of Transport 
- to recommend that in fature 
even derivative m gtnea ahrmirt 
undergo the 'longer and more 
costly certification process tor 
new engines. 

“Even, if the report does not 
recommend this change. 


aeroengine makers wifi do it 
because they cannot afford to 
allow such problems to hap- 
pen,* a ftnamwa nffirlal yiH 

Heavy vibration developed in 
the 3C engine when it was 
operating at fan thrat during 
takeoff. On three occasions, 
including Kegworth, a fan. 
Wade ruptured as file a ir cr a f t 
was on its final riwnh 
* After the failures, aircraft 
fitted with CEM56-3C engines 
were grounded. Snecma and 
GE fitted shock absorbers to 
the hlades as the first step to 
enable the aircraft to fly again. 
Bq wwbt, to wwWa t he frpgmwa 

'to operate at their full power 
ratings, Snecma and GE are 
modifying tire span between 

the. fan blades. 

Mr Louis Gallois, Snecma's . 
chairman, said in an interview 
that 370 C FM56-3 C engines 
were being retrofitted. An addi- 
tional 650 GFMS&3B with lower 
power ratings were also being 
retrofitted at the request c£ ab> 
lines, although the 3B version 
haw nan nfl such ntalfallctlG9X. 
Mr Gallois e x p lained t hT 1 air- 
lines Wanted the rinnA 

on the 3B version, which has 
thrust of up to 22,000 lbs, in 
order to produce commonality 
with the 3C, which has thrust 
Of up to 23,500 lbs. 

Mr Galhiitt. who Aw-KnanF to 
disclose the heavy cost of the 
enghm modifications, «rfd be 
had been, “very impressed” by 
the thoroughness of the Keg- 
worth. accident report, which 
the British government is 
expected to make public later 

tTrfg month 





Louis Gallois: “very impressed” by Kegworth crash inquiry 


The report is expected to 
maitA a number of important 
new safety recommendations, 
including proposals to 
strengthen aircraft cabin 
floors, the fitting of rear-facing 
seats in aircraft, changes in 
cockpit instrument displays, 
and the fitting of television 
cameras outside the aircraft so 
that pilots can see what is hap- 
pening to the engines. 

Mr Gallois acknowledged 
that the malfunction of the 
GFMS6-3C pnartnA bad been a 
difficult trial Tt was our first 
crash. But we resolved the 


technical problems and we 
were able to show airlines that 
CFM could give them an effi- 
cient and rapid support and 
response. It was very difficult 
but it made qs more credible.” 

Airlines have placed firm 
orders for more than 7,000 
CFM56 An ginas in all versions 
and about 4,000 engines have 
already been delivered to cus- 
tomers. The CFM programme 
was now profitable and 
Snecma planned to increase 
the number of its engine devel- 
opment programmes from four 
to six or seven. 
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Sky and BSB installations show first pause 


By Raymond Snoddy 

DURING SEPTEMBER there 
was no net increase in satellite 
television installations receiv- 
ing services from Mr Rupert 
Murdoch’s Sky Television dr 
British Satellite pwwriwiBtfng - . 
according to the latest FT Sat- 
ellite Monitor. It is the first 
month without an increase. 

The apparent pause in the. 
number of ing faiimtimm c <rin- 
cides with a large upward 
swing in the size or the poten- 
tial market - ifhose who say 
they will definitely or probably 
install satellite TV receivers. . 

The estimated number of 
homes with satellite TV receiv- 
ers for September is 1,017,000, a 


42,000 decline on the August 
figure. The survey is based on 
interviews with more than 
&JOOO adults and is subject to a 
sampling error of plus or 
minus 50,000. 

fVtritiwAiTftai Research, which 
carries out the survey for the 
Financial 'rimes, emphasised 
that the new total was a net 
figure and likely to be influ- 
enced by the fact that Sky 
Television has recently cut off 
a significant number of homes 
for non-payment. 

Mr John Clemens, chairman 
of Continental, said yesterday; 
*The best interpretation of this 
month's figure is that there 


has been no net gain and the 
total number of satellite sys- 
tem timta 1 ?atinnn continues to 
be at around the lm level- '' ' 

The survey puts the number 
of Sky-receiving homes at 

891,000 and the figure fear BSB 
(a consortium in which Fear- 
son, publisher of the Financial 
Times, has a significant stake) 
at 126JJ00, including individual 
channels received through 
communal services in blocks of 
flats. 

The sample identified a total 
of 194 homes with satellite 
receivers. Of those, 170 used 
Astra, capable of receiving Sky 
and the Other Astra charmala 


such as MTV, Screen Sport and 
the Children's Channel, and 
the rest were BSB. 

The September total of 
slighfiy more than lm means 
that in the past year more than 

750,000 new homes have been 
added to the total and that 4.7 
per cent of British homes now 
receive multi-channel TV 
direct from satellite. If those 
who receive the new channels 
on cable TV networks are 
included, the figure is 6.3 per 
cent, or one in IS homes. Since 
August, the total potential sat- 
ellite TV receiver market has 
risen by more than 500,000 to 
3 -3m, compared with 2.78m. 


NEWS IN BRIEF 

Haughey in 
fresh pledge 
to Brooke 

MR Charles Haughey, prime 
, miHktor of the Republic of 
Ireland, yesterday emphasised 
his backing for renewed 
efforts by Mr Peter Brooke, 
the Northern Ireland secre- 
tary, to set up inter-party talks 
in Ulster. He insisted on direct 
involvement in any discus- 
sions. 

Mr Haughey, speaking at an 
event In County Kildare to 
commemorate the Irish patriot 
Wolfe Tone, said Dublin haH 
made clear its willingness to 
“negotiate new arrangements 
which could transcend the 
Anglo-Irish Agreement*. 

He listed a number of issues 
still causing concern to the 
governments in both London 
and Dublin, fncindiitg alleged 
harassment by the Northern 
Ireland security forces, the 
closing of border roads and the 
procedures for holding sus- 
pects for Interrogation. 

Eurotunnel loan 

EUROTUNNEL Is expected to 
announce early this week that 
it has made progress towards 
completing the £2bn package 
of new bank loans which it 
needs to cover its escalating 
budget 

That would clear the way 
for a rights issue of £500m 
next month, and increase the 
project’s total finances to 
£8£bn, equivalent to its latest 
cost estimates. 

Pergamon price plan 

FERGAMON Press, the scienti- 
fic p ublishing arm of the Mr 
Robert Maxwell’s MCC pub- 

HnMru* jrrouti. k to har monise 

the prices of its English lan- 
guage journals across the 
European Community. 

There was concern in Brus- 
sels that the company was 
restricting cross-border shop- 
ping. 

Women priests hope 

EARLY indications of the 
results of this week’s elections 
to the General Synod, the 
Church of England’s ruling 
body, suggest a move towards 
the election of priests who 
favour the ordination of 
women. 

Last year the Synod voted in 
favonr of the principle of 
women priests. 


SeaCat in dry dock 
for a further week 

By Richard Tomkins, Transport Correspondent 


SEACAT, the wave-piercing 
catamaran that was intended 
to revolutionise ferry travel 
between Britain and the Conti- 
nent, enters its fourth week in 
dry dock today as attempts 
continue to solve its teething 
troubles. 

The £l0m vessel made an 
ignominious debut on the 
route between Portsmouth and 
Cherbourg on August 14. hav- 
ing suffered five postpone- 
ments before entering service 
two months behind schedule. 

Inside three weeks it was 
withdrawn from service 
because of technical trouble. 
Operations resumed for 10 days 
but the vessel was withdrawn 
again on September 17 and has 
been In dry dock since. 

Hoverspeed, the vessel’s 
owner, says it expects the Sea- 
Cat to go back into service on 
Monday next week. It has not 
yet decided whether to operate 
the vessel through the winter 
season, which starts a fort- 
night later. 

SeaCat is the largest wave- 
piercing catamaran in the 
world and the first to carry 
cars as well as passengers. 


Hoverspeed says its teething 
troubles are attributable to its 
unprecedented size. 

The two faults keeping It in 
dry dock are said to be weak- 
nesses in the Impeller intakes 
which teed the vessel's water 
jets, and difficulties with the 
vessel's trim resulting In an 
unsteady ride. 

Rival operators say that 
when the vessel encountered 
rough weather during its brief 
period of service, most of the 
passengers and many of the 
crew were UL 

Hoverspeed is confident that 
the troubles can be put right 
and its commitment to the 
introduction of wave-piercing 
rat^Tnarart»i on CTOSS-Channel 
services is undiminished. 

It lias 10 SeaCat-dass vessels 
on order from the manufac- 
turer, International Catama- 
rans, of Tasmania. 

Three are due to replace its 
ageing hovercraft on the routes 
between Dover and Calais and 
Dover and Boulogne next year. 
One is due to join the Ports- 
mouth and Cherbourg route 
and the rest may go to the 
Mediterranean. 


| Gloom seen 
in financial 
services 

By David Lascelles, 
Banking Editor 

GLOOM settled over the 
financial services industry In 
late summer, according to the 
latest survey by the Confedera- 
tion of British Industry and 
Coopers & Lybrand Deloltte. 

Nearly one company In two 
reported that business was 
below normal. Two in three 
said they were less optimistic 
than three months earlier. 

Today's entry into the 
exchange-rate mechanism of 
the European Monetary Sys- 
tem may change prospects but 
the results reflect the serious 
effect of high interest rates and 
low stock market turnover. 

Meanwhile, a survey by Dun 
& Bradstreet shows business 
confidence to Britain to have 
fallen sharply over concern 
about the Gulf crisis. 

The survey gauges the level 
of confidence as being the low- 
est since publication began 
three years ago. 

CBI/Coopers & Lybrand 
Deloitte. Quarterly Survey of 
Financial Services. CBI, Count 
Point, 103 New Oxford Street, 
London WClA 1DU. 


Exchange Travel hopes fade 

David Churchill reports on the state of the tour trade 

A DMINISTRATORS for uncertainty posed by the Gulf Abta wlQ meet this week to 
Exchange Travel, the Crisis. determine whether all travel 

holiday company that The competitive market has agents should now establish a 


A dministrators for 
Exchange Travel, the 
holiday company that 
went into receivership last 
month, appear to have given 
up hope of selling the company 
in one piece to a rival chain 
following the derision by the 
A. T. Mays travel group to pull 
out of a deaL 

Exchange Travel wont Into 
receivership with debts 
believed to amount to more 
than £30m. The administrators 
say they still hope to find buy- 
ers for at least some of the 
company’s 65 travel shops 
which have remained shut foe 
the past two weeks. 

The company’s failure is 
thought to affect at least 

100,000 holidaymakers and 
comes at a difficult finw for 
most in the industry. Package 
holidays next summer are slug- 
gish. Many potential customers 
are holding back because of 
the combination of h i g h inter- 
est rates, high inflation and 


uncertainty posed by the Gulf 
Crisis. 

The competitive market has 
led most travel agents to 
discount their holidays. That 
means that profit margins 
are often l per cent or 


So far thi« year the number 
of travel agencies to have 
given up membership of the 
Association of British Travel 
Agents has reached nearly 40, 
more than double the figure 
that had collapsed by this 
stage last year. 

Exchange’s demise poses 
particular difficulties for the 
Abta, the industry’s main trade 
body, ft has guaranteed that no 
Exchange Travel customer will 
lose out 

Abta’s potential liability is 
es tima ted by some travel 
sources as £gm, althoug h that 
•might be significantly larger 
when the administrators com- 
plete their investigation into 
the company. 


Abta wlQ meet this week to 
determine whether all travel 
agents should now establish a 
flnanniai bond with It to cover 
any potential losses from bank- 
ruptcy. 

Leading tour operator Thom- 
son Holidays is also Insist- 
ing that the travel agents 
with which it deals should pro- 
vide a bond to cover any 


Abta will have to cover the 
cost of holidays booked by 
Exchange customers because 
the company’s trading was not 
covered by the usual bond with 
Abta which most travel agents 
have to hold. 

Exchange was considered to 
be fln««rfaiiy sound because of 
its long trading record. It was 
celebrating its centenary in the 
travel business this year. 

Last week three more travel 
agencies went into liquidation 
- in Blackpool, Choriey, and 
Sheffield - with the loss of six 
outlets. 
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Lloyds Bank Pic has reduced 
its Base Rate from 15per cent 
to 14 per cent p.a.with effect 
from the close of business on 
Monday 8 October 1990. 

All facilities (including regulated consumer credit 
agreements) with a rare of in re resr linked ro Lloyds 
Bank Base Rare will be varied accordingly. 

The change in Base Rare will also be applied from 
rhe same dare by the Unired Kingdom branch of 
The National Bank of New Zealand Limited. 


Lloyds 

Bank 


THE THOROUGHBRED BANK. 
Kink I’lv-.n LoniburdSticci. Loudon EC.'P IBS. 




On and after 

October 8th 1 990 

Standard Chartered 

Bank's Base Rate for 

lending is being 

decreased from 

15.00% to 14.00% 

Standard Chartered Bank 

Head Office 38 Bishopsgate, London EC2N 4DE 
Tel: 071-280 7500 Telex: 885951 


Health managers put trust in consultation 

Alan Pike looks at how the government’s NHS reforms are being put into practice 

C ONSULTATION - a the consultation process is pro- A campaign newspaper health reforms in general mobile exhibition on plans 
concept elastic enough yoking all the emotion and bit- delivered to all Brighton rather than to the Brighton create a trust for the braougt 
to stretch from negotia- terness of a hard-fought homes contains a ballot farm trust plans in particular. district nurses, health vtritoi 


C ONSULTATION - a 
concept elastic enough 
to stretch from negotia- 
tion to flimsy public-relations 
stunts - is in progress on the 
government's plans for 
self-governing hospital trusts. 

Cynics claim that the consul- 
tation exercise comes close to 
the public-relations end of the 
scale. Later this year, after the 
three-month public consulta- 
tion period, Mr Kenneth 
Clarke, health secretary, will 
decide which of 66 applicants 
should be granted the new 
freedoms of trust status when 
the government’s health 
.reforms are introduced next 
April. 

Mr Clarke is seeking farther 
trust applicants for 1992 and 
said last month trusts should 
become the chosen model of 
management for all hospitals 
and other health care units. In 
such circumstances, opponents 
say, the consultation exercise 
is unlikely to persuade him to 
abandon most of the 66 aspir- 
ing pioneers. 

Regional health authorities 
will evaluate trust applications 
for financial and managerial 
strength and likely benefits to 
patients, and report the results 
- with responses to the con- 
sultations - to Mr Clarke. 

The Association of Commu- 
nity Health Councils, which 
represents consumer interests 
in the health service, has com- 
plained to the government that 
some regional authorities have 
established inadequate chan- 
nels for sounding opinion and 
are not even bothering to con- 
sult community and voluntary 
organisations. 

In spite of such criticisms, 


the consultation process is pro- 
voking all the emotion and bit- 
terness of a hard-fought 
by-election in some areas. 

At Brighton, district health 
authority managers who want 
to transfer most of their hospi- 
tal services to a trust are fac- 
ing organised opposition from 
a Stop Hospitals Opting Out 
campaign. The campaign . 
backed by the British Medical 
Association, Royal College of 
Nursing and health service 
unions, is receiving tacit sup- 
port and town hall office space 
from the Labour-controlled 
Brighton CountiL 


A campaign newspaper 
delivered to all Brighton 
homes contains a ballot farm 
inviting the public to vote on 
whether or not they want the 
trust There have been allega- 
tions of bias against the cam- 
paign’s newspaper and against 
literature distributed by the 
health authority. 

Opponents of the trust were 
in the majority at all five pub- 
lic meetings organised by the 
health authority to discuss the 
plan. Mr David Bowden, Brigh- 
ton’s district general manager, 
says that much of the opposi- 
tion was to the government’s 


health reforms in general 
rather than to the Brighton 
trust plans in particular. 

“The reforms are law and 
are going to happen. We now 
have to make them work in the 
best interests of the people of 
Brighton and we believe the 
additional flexibility offered by 
trust status will achieve this.” 

Not all consultation exer- 
cises are proving as passionate 
as the Brighton one, which has 
generated car stickers, 
T-shirts, badges and a vigorous 
correspondence between the 
two sides in the local press. 

At Croydon, south London, a 





Judy Hargadon: becoming a trust will allow us to plan our services more efficiently 


<W 


mobile exhibition on plans to 
create a trust for the borough's 
district nurses, health visitors, 
school nurses, speech thera- 
pists and other community ser- 
vice staff has been attracting a 
modest trickle of visitors to 
clinics, health centres and pub- 
lic buildings. 

It is a safe assumption that 
many people have no idea of 
how the community health ser- 
vices are managed at present, 
and are less likely to be con- 
cerned about plans for change 
than when famous hospitals 
are Involved. 

“We are a relatively small 
service in a much bigger one 
dominated by large institn- 
tions,“ says Ms Judy Harga- 
don, the community unit gen- 
eral manager who, with 
management colleagues, devel- 
oped the trust proposal 

“Last year the acute hospital 
services were running over 
budget, so the spending on 
community services was cut to 
help balance the district’s 
books. I don't claim that 
becoming a trust will bring us 
vast amounts of extra income, 
but it wlD allow us to keep 
what is ours and plan our ser- 
vices more efficiently.* 1 

The prospect of trust status 
is s timulating a “management 
buy-out” type of enthusiasm in 
some NHS managers who con- 
sider that it will offer opportu- 
nities to improve efficiency 
and trim bureaucracy. Fart of 
their difficulty in persuading 
other people to see it that way 
is that trusts remain one of the 
central issues upon which 
political opposition to the gov- 
ernment’s health reforms tends 
to focus. 


More freedom within strict central financial controls 


By Alan Pike 

THE 66 applicants to become trusts 
from next April include hospitals, 
groups of hospitals, community and 
wnqp+ai health services and ambulance 
services. 

Trusts will able to acquire, own and 
dispose of assets; barrow money; create 
their own management structures; 
employ staff on terms and conditions 
outside national agreements; and 
advertise. They w£Q be run by boards 
of directors headed by a government- 
appointed, non-executive chairman and 
including two non-execotive directors 
from the local community. 

Last year's announcement of 
self-governing trusts in the govern- 
ment’s health reform white paper. 


Working far Patients, led to claims by 
political opponents that they would 
become a step towards privatising the 
health service. The reality is that, 
although managers will have much 
more day-to-day decision- making free- 
dom than has existed in the NHS, 
trusts will still be subject to strict cen- 
tral financial control. 

Although trust boards win own their 
assets, they will need government 
approval to dispose of more than £lm 
worth. Trust hospitals located in desir- 
able residential areas will not be able 
to make quick fortunes from unres- 
trained land sales. 

Theoretically, trusts will be capable 
of going to commercial sources to bor- 


row money for development schemes. 
Again, the reality is more constrained. 
Controls on each trust’s borrowing will 
be maintained by government-imposed 
external funding limits. Most money 
will be borrowed from the government 

Trusts will gain an annual opportu- 
nity to argue for their spending plans 
at meetings with the NHS management 
executive in Whitehall, instead of 
waiting for a share of available funds 
filtered through regional and district 
health authorities. 

The initial financing of trusts will be 
by a mixture of public dividend capital, 
the public-sector equivalent of share 
capital, and interest-bearing debt. Min- 
isters have not yet decided the balance 


between the two, but trusts will be set 
initial financial targets of producing 
6 per cent returns. 

Trusts will be able to retain and 
invest surpluses which, in the case of 
directly managed hospitals, rev ert to 
health authorities. That makes the 
trust concept appealing to managers in 
institutions such as specialist hospi- 
tals, who believe they are guaranteed a 
high level of activity under the new, 
contract-based arrangements that will 
finance health care from ApriL 

Opponents say that, with a finite 
amount of money in the system, hat- 
standing financial success by a trust 
could be achieved only at the expense 
of other hospitals. 


Inner-city 
initiatives 
at risk, 
builders say 

By Alan Pike, Social 
Affairs Correspondent 

INNER-CITY regeneration is at 
risk from the downturn in the 
property industry and the local 
authority spending squeeze, 
Britain's building industry 
warns the government in a 
report published today. 

The Building Employers' 
Confederation, which compiled 
the report, is concerned that 
the government’s Action for 
Cities initiatives - launched 
after the 1987 general election 
- are not showing adequate 
results. One of the BEC's wor- 
ries is that builders and prop- 
erty developers have a poor 
understanding of the initia- 


The report says the govern- 
ment must “act to end the cri- 
sis in housing association fund- 
ing” which bad caused many 
proposed inner-city housing 
schemes to be put on ice. If it 
would not make more funds 
available for new schemes in 
1990-91, the government should 
at least subsidise additional 
debt servicing costs of housing 
associations. 

City Grant - intended to 
help finance otherwise un via- 
ble private-sector building 
schemes - has never been 
properly promoted by the gov- 
ernment, says the report. A 
study of developers in the 
north-west showed that many 
were “confused by the multi- 
tude of different Action for 
Cities programmes and did not 
fully appreciate the special rel- 
evance of City Grant to prop- 
erty development”. 

The squeeze on local-govern- 
ment finance meant that local 
authority house building 
would virtually cease, home 
improvement grants for home 
owners would be severely 
rationed, refurbishment and 
maintenance of council hous- 
ing would fall sharply, and 
local authorities’ ability to take 
part in joint initiatives with 
hoase builders and commercial 
property developers would be 
severely restricted. 

The report says the govern- 
ment should increase the scope 
for partnership schemes 
between local authorities and 
developers in inner city areas. 

Urban Stall. BEC, 82 New 
Caoendish Street, London WlM 
SAD. MO 
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BANK 


With effect from the close 
of business on 
Monday, 8th October 1990 
and until further notice, 
TSB Base Rate is decreased 
from 15% p.a. to 14% 

All facilities (including regulated consumer 
credit agreements) with a rate of interest linked 
to FSB Base Rate wilt be varied accordingly. 

TSB Bank pic. Retail Banking. 

60 Lombard Street. London EC3V 9EA 



CoiltTS &. Co. 
announce that their 
Base Rate 
is reduced from 
15% to 14% per annum 
with effect from the 
8th October 1990 
until further notice. 


All fattltnuc (including rcguLireri 
o.'TV-umor credit ai^vemenr*} with a me linked to 

Courts Rise Raw mil be v.tmrd jcconirn^ty. 


Base Rate 

With effect from 
close of business on 
8 October 1990 
Base Rate has been 
decreased 
from 15% to 
14% per annum. 


vv 

The Royal Bank of Scotland 

The Royal Bank of Scotland pic. 

Registered Office: 36 SL Andrew Square, 
Edinburgh EHZ 2 YB. Registered m Scotland No. 90312. 


440 Strand London, WC2R 0QS 


National 
Westminster 
mW Bank PLC 

NatWest announces that 
with effect from and including 
Monday 8th October 1990 
its Base Rate 
is reduced from 
15.00% to 14.00% per annum. 

All facilities (including regulated consumer credit 
agreements) with a rate of interest linked to 
NatWest Base Rate will be varied accordingly. 

41 Loth bury London EC2P 2BP 


Letters 

Cutting demand for oil A meaningless minefield 


From Mr Tan Sheet 

Sir, Robert Belgrave has 
made an eloquent appeal for 
the release of oil stocks 
(Letters, October 2). It was 
hardly possible for him to do 
justice to his Chatham House 
papers in the length of a letter 
but the uncertainty in 1979 was 
not so much concerned with 
“what If anything consumer 
governments would do" as 
with what was going to happen 
In the producing areas. 

The high prices of 1979 were, 
if you like, a self-inflicted 
wound but the wound was 
inflicted not directly by west- 
ern governments but by tbe 
market environment in which 
we live. 

The same is happening 
today. Oil prices depend in the 
short term on market percep- 
tions. The perceptions are 
often wrong but that is the 
way of perceptions. The ques- 
tion now is simply whether 
perceptions would be usefully 
changed by a government deci- 


sion to release stock. This is by 
no means certain. What would 
be helpful would be if oil con- 
sumption were reduced and 
were seen to be reduced. 

If the International Energy 
Agency were to trigger the 
sharing mechanism, the first 
obligation upon members 
would be to reduce their con- 
sumption by 7 per cent 
through a demand restraint 
programme that each member 
is supposed to have in place. 
The second stage, which covers 
the sharing of available supply 
between each member state, 
could be held on Ice. 

A realisation by the market 
that demand restraint was 
being seriously imposed upon 
consumers would, I suspect, do 
tax more for perceptions than 
the actual release of stock - a 
process which sounds a lot 
easier than in practice It would 
be. 

Ian Skeet, 

34 St Cnss Road, 

Winchester, Hampshire 


An alternative to payouts 


From Mr Oliver T. Griffin. 

Sir. Shareholders should 
decide at the annual meeting 
what amount should be paid 
out as dividend and what 
retained in tbe business (Lex, 
September 14 and "Payouts the 
favoured option,” September 
15). That Is very much how a 
private business operates. 

Now that professional direc- 
tors decade the dividend and 
look to the shareholders for 
confirmation, the case for con- 
sidering Increased retentions 
and lower dividends goes by 
default. Shareholders look to 
the dividend as an accumulat- 
ing interest payment and only 
occasionally at the enhanced 
possibilities within a company 
when a rights issue is pro- 
posed. 

Adopting a policy of declar- 
ing for what the retained earn- 
ings will he used would be the 
first step for increasing reten- 
tions; issuing scrip to match 
the retentions the next step; 
and arranging for a cash alter- 
native far scrip the third step. 

By treating retentions as 
mini rights issues, seeking an 
underwritten value far them 
and offering existing share- 
holders a clawback on the 
unwanted scrip, there would be 
a transfer of money from sav- 
ers to spenders, with the com- 
pany retaining the profits. 

Shareholders who wanted 
the cash would get it, for what- 


ever better use they had for it 
(with a small dilution instead 
of a minor sale). Shareholders 
with surplus cash and continu- 
ing faith in their investment 
would have a simple low-cost 
means of topping up their hold- 
ing. Those fully committed 
would continue to get the lon- 
ger-term advantages of the 
retentions. 

- in many individual cases the 
form of scrip issued could be 
more tax efficient than the cur- 
rent shares in lien, which are 
subject to income tax at the 
highest rate and do not attract 
the discounted price that a 
rights issue should command . 
Ideally the scrip sale would be 
taxed as capital gains for those 
exempt or having unused 
allowances. 

The problem of higher divi- 
dends in difficult times is the 
wish for greater liquidity in 
professionally manag ed f undi 
Falling market prices look like 
a loss that can only be 
redressed by higher dividends 
and then seizing the opportuni- 
ties of lower prices by baying 
again with distributed cash. 
Hence the need far higher divi- 
dends is failing markets. Offer- 
ing low-priced scrip with a 
good story provides an alterna- 
tive to payout and recycle. 
Oliver T. Griffin, 

Griffins Farm, 

HoBy Lane, 

Temple Bruer. Lincolnshire 


From Mr Michael Carney. 

Sir, John Hunt tries hard to 
find a thoughtful way through 
“the minefield of statistics" 
about Britain's environmental 
record. (“War of words over a 
title no one wants," October 1). 
I doubt if his efforts are worth- 
while because the statistics are 
totally meaningless and thor- 
oughly misleading. 

According to tbe table, the 
UK has the worst record far 
infringements of European 
Community water directives. 
We had 16 infringements, Italy 
bad 9 and Greece 10. So is our 
water quality lower than that 
in Italy and Greece? Or any- 
where else in Europe? Of 
course not 

An infringement means that 
the EC has taken action etti w 
on the basis of information 
supplied by a national govern- 
ment or as a result of a com- 
plaint by a person from the 
country concerned. EC o fficials 
have acknowledged that they 
have had far more information 
about UK water quality thar> 
from any other country and 
also received more complaints 


from environmental groups. 

If the facts about water qual- 
ity in Italy and Greece, for 
example, were made known to 
the EC In the same way, their 
infringement record would be 
much worse. The same applies 
to other EC members. 

General comparisons with 
EC or other countries are 
almost impossible to make 
because of the lack of reliable 
information. What we do know 
is that every other country in 
the EC shares our difficulties 
in meeting all the require- 
ments of the EC directives and 
most of them have even 
greater difficulties than we do. 

We know this from the fact 
that Bureau, an organisation 
representative of EC water 
suppliers, is constantly making 
representations to the Commu- 
nity about drinking water 
requirements and the difficul- 
ties of all countries in meeting 
them. 

Michael Carney, 
secretary , 

The Water Services Association 
of England and Wales, 

1 Queen Anne's Gate, SWJ 


The reason for Serbian disquiet 


From Mr and Mrs Aleksa 
Gaarilooic 

Sir. Judy Dempsey writes. In 
connection with the Serbian 
revolt in Croatia, (“Violence 
continues amid crackdown on 
Serbs," October l), that the 
Croat president, Franjo 
Tudjraan, has mellowed the 
nationalistic rhetoric which 
enraged the Serbian minority 
during the election campaign. 

However, Serbs cannot be 
reassured unless Mr Tudjman 
with draws unreservedly the 
state ment he matte at the inau- 
gural meeting of his party last 
February. According to that 
statement, the independent 
state of Croatia was not just 
"an accidental quisling cre- 
ation” but “also represented 
the historic aspirations of Hw 
Croatian people..." 

The independent state of 
Croatia was fanned in 1941 by 
Ante Pavelic who annexed to it 
Bosnia and Herzegovina and 
parts of Serbia. Pavelic*s aim 
was to make his state ethni- 
cally pure. Over 700,000 Ortho- 
dox Serbs and 304100 Jews were 
massacred and 200,000 Serbs 
were forcibly converted, to 
Catholicism. Serbs in Croatia 
have cause far concern. 

Ms Dempsey points out the 
apparent Serbian inconsistency 
in demanding their own auton- 


omy in Croatia, while denying 
autonomy to the Albanians In 
Kosovo. 

It should be remembered 
that the present situation is 
largely the legacy of Tito. He 
refused to grant autonomy to 
the Serbian minority in Croa- 
tia, although they had a strong 
case as victims of the Ustase. 
On the other hand, he granted 
autonomy to the Albanian 
minority in Serbia, despite 
their collaboration with the 
Germans and their cruel treat- 
ment of the Serbs in Kosovo 
during the war. 

After Tito's death Serbian 
intellectuals appealed to the 
federal government to take 
steps to protect the Serbian 
minority in Kosovo. Unfortu- 
nately the government was too 
slow to act. This gave the 
opportunity to Slobodan Milos- 
evic to take power in Serbia. 

Mr Milosevic has proved 
him self inept at fmdtnp a solu- 
tion in Kosovo and he has not 
yet called for free elections in 
the Ingest republic. Yet, one 
should be waiy of giving sup- 
port to the continuation of an 
“eth nically pure” climate 
either in Kosovo or in Croatia. 
Zaga Gavrilovfa, 

Aleksa Gavrilovic, 

3 Rowley Avenue. 

Stafford 
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Regional electricity 
companies may go 
for telecom market 

By David Thomas, Resources Editor 

ELECTRICITY companies mar merit's review of the British 
try to win telecommunications Telecom-Mercury Conummica- 
bnslne ss after their privatise- ttons duopoly which is due to 
tion planned for December. start soon. 

A group of senior executives However, the study group 
from the 12 regional-electricity wiD not -conclude its work antU 
companies in England and the companies have been pri- 

Wales are to draw up options vatised for fear of raising con- 
for moving into the telecoms cents about future plans in the 
market mtndg of potential inv estors. 

Some chairmen of the com- ' Almost an the regional oom- 
panies believe- that teleconunu- parties have been, cultivating a 
ideations is a natural Tngrkpt ramtinns iway by emp hasising 
for them because a fibre optic their determination to cances- 
network could be built along trate on their core electricity 
the industry's transmission distribution functions in their 
grids. . early years in the private sec- 

In theory such a network tor. Northern Electric, for 
could be used to- mount a. example, has backed away 
full-scale assault on British from previous plans to invest 
Telecom, although attempts to in cable television, 
pick up segments of high value Joint -ventures with the new 
business telecommunications breed of independent electric- 
traffic are more likely. ity producers are the only type 

British Rail and London of d i versi fi cation which most 
Transport are considering regional companies have 
schemes to install fibre optic aHmiHgrf considering, 
cables alongside their tracks. The regional companies 
The electricity; industry's therefore wish to avoid public 
telecoms study group, led by statements on their interest in 
Mr David Morris, chair man of telecommunications before the 
Northern Electric, might make publication of their p r lv atisa- 
a submission to the govern- tion prospectuses. 


Training bill lower than 
claimed, says Labour 


By Lkta Wood 

ANNUAL expenditure on 
training by employers is sub- 
stantially less than the £144bn 
that the government claims, 
according to a report by the 
Labour Party. 

The report, which will be 
published later this month, 
said the overall direct expendi- 
ture on training averaged £156 
a year per employee, “a mere 
10 per cent” of the figure 
quoted in the government's 
recent report. Training in 
Britain, said Mr Henry 
McLeish, Labour's spokesman 
On tr aining . 

The Labour party's study is 
based on published and unpub- 
lished data from the Govern- 
ment's Labour Costs Survey 
2988. 

Mr McLeish said this 
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BARCLAYS BANK 
BASE RATE 


Barclays Bank PLC and 
. .. Barclays Bank Trust 
Company limited 
announce that with effect 
from 8th.Octoberl990 
their Base Rate is decreased 
from 15% to 14%. 
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Government desire to clamp down 
on spending risks bitter party row 


By Philip Stephens, Political Editor 


THE TREASURY’S 
determination to hold public 
spending to below £200bn next 
year threatens a bitter behind- 
the-scenes row over the health, 
education, defence and employ- 
ment budgets at this week’s 
Conservative Party conference. 

The row - the most serious 
since the early 1980s - will 
underline the weekend mes- 
sage of treasury ministers that 
sterling's participation in the 
EMS pTrhangp rate mechanism 
Is not a signal for a pre-elec- 
tion spending boom. 

Mr John Major, the Chancel- 
lor, warned repeatedly at the 
weekend that curbing inflation 
would remain his key priority. 
He dfsnii-««ed suggestions that 
the ERM decision was designed 
to pave the way for a snap elec- 
tion next June. 

Whitehall officials stressed 
that the government was not 

prepared to undermine ster- 
ling’s credibility within the 
system by relaxing fiscal ppl- 
icy. Mr Major, however, implic- 
itly acknowledged that a 
hi ghw level Of inflation maant 
that it would be impossible for 
the Treasury to stick to its 
£19Zbn target for public spend- 
ing in the financial year begin- 
ning next April. 

It is thought that, instead, it 
is attempting to limit the over- 
shoot to around £5bn or so in 


order to keep below £200bn. 

Assuming that the financial 
markets continue to react 
favourably, the government 
believes the decision to join 
the ERM will provide the back- 
drop for a "clear and confi- 
dent" tone when the Bourne- 
mouth conference opens 
tomorrow. 

Mr Kenneth Baker, the party 
chairman, said in an interview 
with the Financial- Times that 
the government’s commitment 
to opportunity, choice, the 
environment and strong lead- 
ership would provide the cen- 
tral theme. 

Mr Baker, however, said that 
ministers would avoid specific 
pledges for inclusion in its 
manifesto at the general elec- 
tion. 

Despite the EMS decision the 
date of the election remained 
undecided: “All options are 
open-1991 and 1992 ... clearly 
we will choose to go when we 
think we will win". 

He added thati T have made 
it clear that this is not a mani- 
festo conference." 

Senior ministers were pri- 
vately admitting that the pub- 
lic spending negotiations had 
become increasingly acrimoni- 
ous. 

A number of departments, 
including the Foreign Office, 
North Ireland. Environment 



Kenneth ffiarkp; has reached 
deadlock with Treasury 

and Transport are thought to 
be dose to settling their bud- 
gets. 

Mr Tony Newton, the social 
security secretary, is said to be 
resigned to accepting a freeze 
on child benefit anrt tough lim- 
its on some other, discretion- 
ary, benefits in return for the 
extra £2bn needed to uprate 
pension and social security 
payments in line with infla- 
tion. 

Mr Kenneth Clarke at 
Health, Mr John MacGregor at 
Education, Mr Tom King at 
Defence and Mr Michael 
Howard at Employment, how- 
ever, have reached deadlock in 


their negotiations with the 
Treasury. 

The four axe said to be ready 
to demand, if necessary, that 
the Star Chamber of senior 
ministers be convened to adju- 
dicate on the disputes. 

Mr Clarke, whose reforms of 
the National Health Service 
are to be implemented next 
year, needs about £2bn simply 
to hold his budget steady in 
real terms. 

He has warned Mr Norman 
Lamont, the chief secretary to 
the Treasury, that the health 
service will face a politically 
damaging financial crisis In 
the run up to the general elec- 
tion unless his demand is met 

Mr Howard is resisting Trea- 
sury demands for cuts in the 
budgets of the government’s 
new Training and Enterprise 
Councils, while Mr Tom King, 
the defence secretary, is argu- 
ing that the Gulf crisis means 
that cuts in his budget should 
be shelved indefinitely. 

The Labour’s Party’s deci- 
sion to put education at the 
centre of its campaign at the 
election has strengthened the 
hand of Mr MacGregor, but 
treasury officials insist that he 
will have to accept only a frac- 
tion of his original bid. 

Kenneth Baker, Conserva- 
tive salesman. Page 34. 


INTERNATIONAL MOBILE 
COMMUNICATIONS 


The Financial Times proposes to publish this 
survey on: 

15th October 1990 

For a f ull editorial synopsis and advertisement 
details, please contact 

Alison Barnard 
on 071 873 4148 

or write to her at : 

Number One 
Southwark Bridge 
London 
SE1 9HL 
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included training support costs 
such as training fantra fi and 
the wages and salaries of train- 
ees and “excludes the more 
abstract and anquantifiable 
costs” wgipd In Training in 
Britain such as the foregoing 
of salary by individual dur- 
ing training and general corpo- 
rate overheads. 

The Labour party is looking 
at how the French system of 
companies being statutorily 
obliged to spend a fixed 
amount on training could be 
adapted to the UK. 

According to the report 

nnnnal t raining expenditure 

per employee by sector, includ- 
ing wages, varied from 0.9 per 
cent of total labour costs in 
distribution to 2. 5 per cent in 
construction. 




American Re’s products and services 
are only available at the above location 


Today you need a reinsurer with financial stability 
innovative products and services, and 
a strong international presence in order to respond 
to your clients' global needs. American Re 
has been in business for over 70 years, and we have 
offices in 23 locations worldwide staffed 
by local experts. We have the capability to create 
customized programs that keep you 
current in a changing world. Update your 
global strategy. Talk to American Re. 


^AMERICAN 

IT RE-INSURANCE COMPANY 

Am«.can Re Raza. 555 College Ftaad East FVtfcem NJ 08503-5241. fcfephone. 609 27 5-2000 
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Housing associations 9 plan Firm sees fresh fields in Frankfurt 


Hl-Sgec rtroctem tor W-Ttecb I ctogriw 
Crcndon Structtaw Ltd. Lung CnsWcn. A*tei*ry: 
oucte. Hf’IB 9BEL Ifl- Long Gulden (06W) 208461 
Far (00441 Ml 622 S#®c 83349 


IN BRIEF.. 


MOWLEM NORTH WEST has 
started worts on the £9m "Wir- 
ral Leisureland” development 
at Croft Estate, Brombc rough, 
for THI Developments of Ches- 
ter. 

The first complex of its kind 
in the area, it will comprise a 
seven-screen multiplex cinema, 
10-pin bowling alley, brasserie 
and nightclub, all operated by 
Rank Leisure. 

The £3J5m contract for the 
shell of the building, which 
will cover 90.000 sq ft and have 
parking for 1.300 cars, will be 
completed by May 1991. 

* * ★ 

Contracts worth nearly £5 An 
have been won by LAING 
YORKSHIRE for projects in 
York, Bradford and Leeds. The 
largest is a £5.1m contract from 
General Accident for 5.200 sq 
metres of shops and offices in 
Swinegate. York. The develop- 
ment will be built on piled 
foundations with reinforced 
concrete frames clad with 
brickwork. 

In Leeds, the company is 
converting a former toy store 
in Thornton’s Arcade. Brig- 
gate, into four shops. Each one 
will have a ground floor retail 
area with new shopfront, first 
floor staff area and second 
floor storage area. The con- 
tract, awarded by Coop Insur- 
ance. calls for timber floors, 
staircases and doors. 

* ★ ★ 

J JARVIS & SONS has started I 
work on three contracts in 1 
London and Surrey totalling 
£8m. The largest is a £5.6m 
offices and residential develop- 
ment in Bedfordbury. WC2. for 
College Estates. 

The work is In two sections 
comprising a five-storey office 
block with basement and a six- 
storey residential block of 30 
flats with a landscaped first 
floor deck and a ground floor 
car park. 

In Lowndes Square, SWl, 
additional refurbishment work 
valued at Elm is being carried 
out on appartments for Sun 
Life Properties and in Camber- 
ley High Street the £1.3m 
groundworks and superstruc- 
ture of a town centre redevel- 
opment is under way. 


COUNTRYSIDE PROPERTIES 
has started work on one of the 
largest new social bousing 
developments to be carried out 
in London in recent years. 
Under a 214.7m contract with 
the South Docklands Housing 
Consortium, which comprises 
seven local housing associa- 
tions, the Essex-based com- 
pany will construct 264 homes 
in south east London. 

The homes are being built on 
three sites in the former Sur- 


rey Docks, known as Norway 
Yard, Barnard's Wharf and 
Finland Quay. A total of 203 
homes will be provided on the 
Norway Yard and Barnard's 
Wharf sites, with accommoda- 
tion ranging from one bedroom 

flats to five bedroom houses 
and including a warden-as- 
sisted complex for the elderly, 
which commands a riverside 
location overlooking the River 
Thames and Canary Wharf. 

Planning consent was 


granted by the LDDC last 
month for the third site, Fin- 
land Quay, and work will start 
in November. Countryside's 
scheme will provide 59 one and 
two-bedroom flats and two 
three-bedroom houses on the 
one acre site, which features a 
substantial water frontage. 
Finland Quay is one of the last 
vacant sites in the London 
Dockland Development Corpo- 
ration's award-winning Green- 
land Dock. 


By Robert Rice, Legal Correspondent 



Fitting-out Essex department store 


Building w ork ers from 
TARMAC CONSTRUCTION are 
fitting-out a new department 
store as part of contracts 
received worth nearly £12m. 

A £7.lm project, at The 
Exchange Shopping Centre. 
Ilford, is being undertaken for 
the Owen Owen Group. 

It involves fitting-out the 
three floors, each with a 
suspended ceiling and raised 


floor to conceal services, and 
the provision of a restaurant, 
staff areas, escalators and fea- 
ture lifts. The project, due for 
completion next summer, is 
being undertaken by the Har- 
penden office. 

The company also has two 
office refurbishment contracts 
in the north of England - at 
Leeds a £&3m contract for Brit- 
ish Telecom and at Salford a 


£451,000 contract for Midland 
Bank. 

Two projects for housing 
associations have been 
awarded to the contract divi- 
sion. Both contracts, each val- 
ued at about Elm, are for worts 
on homes at Wood End, Coven- 
try, for Orbit Housing Associa- 
tion, and liwngning and build- 
ing homes at Bolton for Portico 
Housing Association. 


Offices development in King’s Cross 


WILLETT, a Trafalgar House 
company, has been awarded 
contracts worth £7.im for work 
in London and Trowbridge. 

At Pentonville Road, in Lon- 
don’s King's Cross area, Willett 
has started work on the con- 
struction of a seven-storey 


office building with a gross 
floor area of 3£90 sq metres. 
The £4.7m contract is for Rein- 
hold (King's Cross) and 
includes in situ reinforced con- 
crete bored pile foundations 
and pile caps being carried out 
under a sub-contract by sister 


company. Cementation Piling 
and Foundations. 

A prefabricated metal main 
staircase with stainless steel 
ha In striding is included with 
aluminium d/whiA win- 

dows, curtain walling and two 
passenger lifts. 






fy*'. 


TRY CONSTRUCTION, a subsidiary of Try Group* has been awarded an £8m contract to build an 
office campus scheme (pictured) at Cowley, near Stockley Park and Heathrow Airport The 86,000 
sq ft development, called the “Grand Union”, comprises two and three-storey air conditioned office 
buildings with individual units of 5,000 sq ft and 20,000 sq ft built in tr aditional style In brick 
under pitched roofs. The site will have substantial landscaping to complement the waterside 
environment provided by the Grand Union Canal which borders the site. 


AT THE end of this month City 
solicitors Freshfields win open 
its doors for business in Ftank- 
ftxrt, in what used to be West 
Germany. In doing so it win 
become only the second of the 
leadi n g UK law firms to open 
in Germany. 

When Clifford Chance 
opened in Frankfurt in Janu- 
ary, in conjunction with dei s s 
& Partners, one of Germany's 
leading commercial practices, 
it highlighted a difficulty that 
bad been concerning the large 
US and US law practices for 
some time: should they or 
shouldn’t they open an office 
in one of Germany’s main com- 
mercial centres? 

At the time, most of them 
appeared to think that it would 
be better, from their clients’ 
point Of View, tD mafnfaiiw 

relationships with Germany's 
top commercial law firms and 
to refer work to them when 
advice was needed on German 
law. 

Momentous thing s have hap- 
pened in Germany since Janu- 
ary, but the arguments for or 
against opening a law office 
there have changed very little 
as a result of reunification. 
West Germany was already 
Europe’s largest economy 
in that respect there were 
sound reasons for being there 
long before the Berlin Wall 
came down. 

However, two events that 
occurred since January have 
had quite a considerable bear- 
ing on the question. The first 
was th e «nnmrr>«»Trn»nt tn Feb- 
ruary by Fr esh fi elds that it 
intended to open a Frankfort 
office, and the second was the 
formation in April of the “Alli- 
ance of European Lawyers”, 
involving five of continental 
Europe’s leading law firms. 

If Freshfields ori ginally f e l t. 
like most of the other leading 
firms, that its clients’ interests 
were best served not by open- 
ing an nffim in Germany but 
by providing them with advice 
from a combination of the best 
firm in the US and the best 
firm in Germany, what caused 
it to .change its mind? 

Mr Julian Francis, who will 
be the managing partner of the 
Frankfurt office, says the firm 
doesn't really look at the Issue 
in those terms. 

Even when the firm is well 
established, Mr Francis expects 
relations with other top com- 
mercial German law' firms to 
remain friendly. German law- 
yers are badly overworked at 
the moment, so there is plenty 


of scope for doing work with- 
out putting a strain on rela- 
tions. 

Neither are they setting up 
in Frankfurt for cosmetic 
effect. “We wouldn’t be doing 
this if we thought it wasn’t 
going to be profitable," he 
says. 

Freshfields wants to build an 
office in Germany to compare 
with its Paris office, which 
over the last 15 years has 
become one of the most suc- 
cessful and respected commer- 
cial law practices in France 
and now boasts some eight 
partners and 40 lawyers, three 
quarters of them French. 

It will take time to build up 
a German practice of similar 
stew and stature, but the aim 
eventually is to be able to after 
clien ts combined UK/Gennan 
advice and French/ Germ an 
advice on the ground. The ini- 
tial staffing of the office 
reflects those requirements. 
There win be two UK lawyers, 

A Frankfurt office 
will generate 
work for other 
Freshfields offices 

two German lawyers and possi- 
bly a third by the end of the 
year, and one French lawyer. 
Mr Frauds expects the number 
of German lawyers to doable 
within two years. 

Much of ftp tnWai b enefit s 
of having a Frankfurt office 
will be in the work it generates 
for Freshfields*' other offices, 
primarily London and Paris, 
and perhaps to a lesser extent 
Tokyo, Hong Kong and New 
York, he says. 

It also expects to do a large 
number of German-based deals, 
and Mr Francis says there are 
plenty of those about. Fresh- 
fields is already acting for 
Glunz AG in its bid for Aaron- 
son Brothers, having been 
brought in by Shearsan Leh- 
man in Frankfurt. 

The Alliance of European 
Lawyers involves Germany's 
Boden Oppenhoff Rasor 
Schneider & ScUeflamatr ; the 
Belgian firm De Bandt, Van 
Hecke & Lagae; the Dutch firm 
De Brauw; Blackstone West- 
broek; France’s Jeantet et 
Assod&s; and Spain’s Uria & 
Men fender That is a powerful 
grouping. Each firm is a lead- 
ing operator in its own home 
terr itory . 

The principal aim of the affi- 


ance is to provide a cohesive 
pan-European service through 
twams of specialists from each 
member country. 

The ri gnifirant point aOOUt It 
is that it contains no UK law 
firm. The Affiance says that 
the member firms decided that 
they each enjoyed such good 
relations with a number of the 
UK's leading commensal firms 
that it would be counterprod- 
uctive to tie themselves into a 
semi-permanent relationship 
with just one. 

Why do those two events 
affect the way UK firms look at 
the question of whether to 
open an office in Germany or 

not? 

to relation to the Alliance, 
the answer is that if the trend 
towards multinational associa- 
tions continues, then the free- 
dom currently enjoyed by the 
iwnting City films to refer the 
German end of transactional 
work to the German law firm 
best suited to deal with it may 
become restricted. 

Firms such as Linklaters & 
Paines and Slaughter and May 
believe strongly that that Is 
toe best way of providing their 
with the best advice. 

They are used to working 
with, and trust the standards 
and expertise at firms such as 
Boden Oppenhoff or Frank- 
furt’s Muller Weitzel Weisner. 
If their access to them is shut 
off because they have joined a 
mul tina tional alliance for 
co-operation on international 
work, then there may be no 
alternative bat to set up in 
Germany and build up their 
own expertise in German com- 
mercial law. 

Given that it will take a long 
time to build up the sort of 
expertise offered by Germany's 
established commercial law 
firms, it is not a very attractive 
proposition either for the firm 
Or its rlienttt. 

It remains to be seen how 
many more such affiances will 
be set up. Some lawyers 
believe the Alliance is already 

Struggling and that It may wall 
shake Itself apart, discouraging 
others from following its exam- 
ple. 

The difficulty, the cynics 
say, is that each firm goes into 
the arrangement thinking it is 
going to get more out of it than 
it Is putting in. The trouble 
with that is that only one firm 
r . an be right and an the others 
must be wrong. 

Others, however, feel that 
more European alliances, 
involving French and German 


firms in particular, are inevita- 
ble. Mr Walter Oberreit of 
Cleary Gottlieb Steen & Hamil- 
ton in Brussels says that 
although German firms have 
traditionally been small and 
have only recently been 
allowed to merge their own 
practices, they are now busy -< 
trying to reach “critical mass” ' 
so that they can start talking 
to Dutch and Belgian firms 
about forming alliances that 
will allow them to compete on 
equal terms with the large UK 
and US law firms In Europe. 

The concern about Fresh, 
fields opening in Frankfurt is 
more straightforward. As Mr 
George IngUs, the senior part- 
ner of Slaughter and May, 
says: H Our concern about them 
being there is that they are sit- 
ting in Germany talking to our 
German clients and they mi g h t „ 
seduce, them away. If they get 
well known in Frankfort it is 
possible that German banks, 
for example, might say, 'Well, 

Slaughter and May 
fears its German 
clients may be 
seduced away 

we talk to them in Frankfurt 
let’s use them in London’. 

“I think the reason Fresh- 
fields has gone into Frankfurt 
is to pick up German work in t 
London. It’s not going to make J 
any sensible money on the 
ground for a very long time. 

“We’ve made it known to 
German lawyers that we don’t 
want to open an office there 
but we have also warned them 
that, if it looks as if Freshfields 
has stolen a mar ch cm us and 
has picked work in London 
which we would have expected 
to get then we may have to 
follow suit” 

Which would be a pity, he 
says, because if you believe, as 
gianghter and Mhy does, that a 
law firm's main purpose is to 
provide the best possible legal r -, 
advice to its clients, then it is " 
inconsistent to tell them that 
the best advice on a question 
of German law can be obtained 
from your German office, 
because it cannot 

The best advice on German 
law, he says, win be available 
from the best German commer- 
cial law firms and it will take 
years to build up a German 
office to a position where it 
can provide a comparable ser- 
vice. 


Set your sites on Telford. The companies and people of Telford enjoy a tremendous 

range of facilities in this modem community. Uniquely sited in the beautiful rural surroundings of Shropshire and 
yet just 45 motorway minutes west of Birmingham and the West Midlands marketplace 


h/avkStte Telford centre bustles 


with businesses sited in modem 


purpose built offices conveniently 
located next to its awn motorway 


junction and a few minutes walk 


from Telford Central station. 


a large shopping centre and the 


town park. 





lntorwkieh*l$ti» 


Over 100 International companies have 


invested in Telford The availability of 


attractive well laid out Industrial areas 


and factory building Is a key 


attraction. 




toe Severn Gorge, 


•Site. The Enid’s fhst lion bridge spans 
ig toe birthplace of toe Industrial Revolution. 


The people and organisations of Tdfotd 
take a real pridBn the town's appearance. With impressive results. 






The people ofTelfbrd enjoy a wide range 
of sports and leisure farflirifx including ■cfa pr 


SetywrAdba <yJTelfrytk Wehave a variety of folly serviced green field 
sites for complete cotporace complexes available now from 5 to 100 acres. This one at 
Donnington looking out over open countryside comprises two plots of 41 and 15 verr* 



can Oanmocfal Director Chris Mactodl now on 0952 293 131 

or write id Telford Development Corporation, New Town House, "IHfoni Square, • 

Town Centre, Telford. Shropshire TF3 4JS. 
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WARSAW , 29th May 1990, BULL is selected to supply 
equipment to all the fiscal agencies of the Polish 
Ministry of Finance. 

Proposed solution : Unix*-based BULL DPX/2 systems. 

367 open system servers and more than 5,000 terminals 
and associated services. 


LONDON , 15th June 1990, The Inland Revenue in Great 
Britain awards Bull the IRON Project to implement an 
open-systems solution in its 632 district tax offices. 

Proposed solution : Unix*-based BULL DPX/2 systems. 

More than 900 open system servers and 25,000 intelligent 
workstations and associated services. 


PARIS , 7th July 1990, after its outstanding 
performance during technical tests, BULL is chosen by the 
French Ministry of Finance to equip its tax offices. 

Proposed solution : Unix*-based BULL DPX/2 systems. 

300 open systems servers and 3,000 terminals and 
associated services. 


BULL DPX/2 OPEN SYSTEMS, 

THE TREE WHICH GROWS FASTER THAN 

THE MARKET. 


Worldwid e 

Information 

Systems 



BULL DPX/2 systems and Bull Open Software Environment are certified by X/Open as "XPG 3 - PLUS' compliant. ’ BULL is a member of the Open Software Foundation. 
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Corporate audits 


Intangible cost of the environment 

David Waller on moves by accountants to assess the impact of “green” issues for their clients 

E arlier last month, one of the 

UK's big accounting firms .. ^ __ 


E arlier last month, one of the 
UK's big accounting firms 
launched an entirely new 
product: the so-called posi- 
tive audit for the environment. 
Although cynics dismissed the initia- 
tive as a mere marketing device, this 
is on early sign that the accountancy 

profession is “going green". 

Can accountants make a useful con- 
tribution to environmental protec- 
tion? If they used recycled paper 
when conducting their audits, no 
doubt whole swathes of forest could 
be saved, but there is, perhaps, more 
to It than that The bigger questions 
are addressed in a report by Bob Gray 
of the University of East Anglia. 

The report argues that accounting 
is far from being a neutral mechanism 
for recording business transactions; it 
Is a product of the very system of 
values which tolerates, even encour- 
ages man's despoliation of the planet 
in the pursuit of private gain. 
“Accounting Is implicated in the con- 
struction of a social reality,” the 
report contends. 

Gray, who is reader in accounting 
at East Anglia, states that traditional 
accounting reflects the limitations of 
neo-classical economics. He argues 
that apparently Innocuous double-en- 
try book-keeping is shot through with 
the assumption that ownership does 
not entail any notion of stewardship, 
that property rights include the right 
to destroy the thing owned. 

"Only thing s over which property 
rights exist can generate price,” he 
says. Thus aspects of something that 
cannot be reflected in the price (eg 
land's ability to support animal life) 
"cannot be part of accounting’s pic- 
ture.'’ 

For much of the report, the argu- 
ment is conducted at this sort of level 
- ie on a plane far removed from 
everyday commercial life - but Gray 
believes that accountants can do 
something to help. They have techni- 
cal skills and a reputation for profes- 
sional independence and excellence 
which ought to be diverted towards 
preserving the environment, he 
argues. 

Indeed, this was the case put by 
Coopers & Lybrand Deloitte, the UK's 
largest accounting firm, when it 
launched its environmental audit ser- 
vice earlier last month. “Our audit 
teams are experienced in evaluating 
risks to your business,” Cooper’s mar- 
keting blurb says, "in assessing the 
controls which you establish in 
response to those risks and giving 
independent, objective advice based 
on our findings. 

Gray’s report asserts that the skills 
accountants deploy when conducting 
an audit of an industrial company can 








/<Z^ 


easily be transferred to an environ- 
mental audit 

Acco untant s have no direct know- 
ledge about the life of specialist 
machinery, shipping law or the realis- 
able value of a warehouse - but nev- 
ertheless manage to measure these 
imponderables with help from other 
experts. The report says that the same 
principle ought to apply to the mea- 
surement of site toxicity and waste 
emissions. 

But elsewhere in the report, 
accountants are (rightly) criticised for 
not being able to come to any sensible 
conclusions on the measurement of 
intangibles such as brands, goodwill 
and the impact of inflation on 
reported proms. It will not be easier 
for the accountancy profession to 
come up with a way of measuring 
“depletions and de gradatio ns” of nat- 
ural capital, which are even more 
intangible than brands and Inflatio n 

Towards the end of the report Gray 
acknowledges the magnitude of the 
task: “a fully representative inte- 
grated flnanrisl/ snmnl /amrim ntnftnfail 
accounting system would be a colos- 
sal undertaking and probably, in any 
realistic sense, impossible.” 

Nevertheless, Gray makes some 
tentative recommendations. Compa- 
nies should develop an environmental 
department, he says. There should be 
regular monitoring, reporting and 
auditing of compliance with legal 
requirements. Energy audits should 
be set up, energy accounting consid- 
ered. Emerg in g issues sho ul d be mon- 
itored, and "environmental impact 
analysis” should be considered. Each 
cost centre should have its environ- 
mental budget. 

Also needed: a new classification of 


assets to recognise the differences 
between man-made, natural and what 
the report calls critical capital. "Envi- 
ronmental ass et accounting and main- 
tenance” ought to be developed, as 
well as something called "resource- 
flow input-output analysis”. These 
tanhwi/pifiM are not explained in great 
detail and Gray admits that they suf- 
fer from a combination of "theoretical 
fianrirHty and practical difficulty”. 

The report recommends the adop- 
tion of the United Nations' initiative 
on external environmental reporting, 
which suggests, inter aha, that com- 
panies should include in their annual 
reports: the organisation’s policy on 
the environment the ra pitnii«itinn of 
expenditures on the environment; 
identification of contingent 
which will arise in the course of 
brin g in g the company up to W ghw 




enviro nmental s tandar ds 
The problem for accountants is that 
they have little power. Like other 
types of professional, accountants are 
in business to service their clients 
and will only jump on the environ- 
mental bandwagon when it seems 
profitable to do so, ie when companies 
start getting worried ennngh about 
the environment to pay out fees in an 
effort to do something about it 
Asking what accountants do to 
save the planet is aWn to deliberating 
on whether the tail can wag the dog. 

77k Greening of Accountancy: The 
Profession After Pearce. A report com- 
missioned by The Chartered Associa- 
tion of Certified Accountants by R H 
Gray, School of Information Systems, 
University of East Anglia. Available 
from the CACA. 2 Woodside Place, 
Glasgow G3 7QF. Price £20. 


Sprouting of green 
consultancies 

A lthough this year’s £im Am the impact of the i 
of Shell for polluting the their business”, wi 
River Mersey fell far short of nearly half had not 


A lthough this year’s £lm flim 
of Shell for polluting the 
River Mersey fell far short of 
what Exxon Is facing after the Valdez 
disaster In Alaska, it was neverthe- 
less higher than any penalty previ- 
ously imposed by a British court and 
a reminder that companies owe it to 
their shareholders, as well as the 
environment, to take a closer look at 
their practices. 

However, a Gallup survey commis- 
sioned by Coopers A Lybrand Deloitte 
in August showed that only "54 pea; 
cent of companies questioned had 
given detailed board consideration to 


the impact of the environment on 
their business”, which means that 
nearly half had not considered how 
tnrraairing aw a reness of environmen- 
tal matters was likely to impinge on 
their businesses. Only 41 per cent 
had a formal environmental policy. 

Pressure on companies to improve 
their environmental records and not 
just add a touch of cosmetic greenery 
to tiie corporate image is neverthe- 
less growing. EC member states are 
currently discussing a directive that 
would call on all companies to 
undergo an environmental audit and 
a future Labour government would 


mrmiripr similar legislation. 

There has already been an explo- 
sion In the number of consultant 
groups offering environmental 
audits, environmental Impact assess- 
ments and advice on how companies 
should manage waste disposal in 
anticipation of the “duty of care” pro- 
visions In the new environment pro- 
tection law dne to *naki» its way on to 

the statute books later Oils year. 

According to work carried out by 
the research group Environmental 
Data Services, there are now 225 
green consultancies In the UK, an 
increase of 80 per cent over the past 
five years, and in the past two years 
there has been a near doubling of the 
number of full-time professional con- 
sultants working In them.* 

With a European consultancy mar- 
ket estimated to be worth Slbn a 
year, according to Environmental 
Research limited, one of the UK’s 
largest consultancies, an increasing 
number of these groups is offering 

services across the continent- 

A recent recruit, Coopers ft 
Lybrand Deloitte, says it will include 
in its aw pnni ftnyurifli antiit of a com- 
pany’s accounts an assessment of 
how well attuned the management is 
to actual or potential threats to the 
environment from its business. 

The firm believes responsibility for 
environmental issues is too often left 
to Junior staff and hopes its review 
will help potential or actual problems 
to be addressed at board leveL 

Coopers Deloitte’s new service 
raises the did question of whether 
auditing firms Should use their privi- 
leged access to clients at the aimnsi 
nminetoi audit, a service where mar- 
gins are relatively low, as an oppor- 
tunity to market other M ghw valne 
services like consultancy. 

The practice is banned in some 
other EC countries like France and 
Italy where audit firms are not 
allowed to offer tax and management 
consultancy from the same legal 
entity in oider to maintain indepen- 
dence at the audit 

Among environmentalists there 
remains a degree of scepticism that 
services like that offered by Coopers 
Deloitte are little more thaw mnHtrt . 
ing ploys, tn the same way that most 
institutions like Norwich Union now 
pay more attention to environmental 
i ffiwK when nfmnoing an investment 
but do so without reference to spe- 
cialists, Coopers Deloitte will only 
n«rig n environmental professionals U 
the client asks for a full consultancy 
service. 

The benefits of such a service 
extend beyond keeping companies 
oirt of court Coopers Deloitte says an 
environmental n«dit caw also help a 
company’s share price. Being an envi- 
ronmentally aware supplier, it is 
argued, may well make the difference 
between whether a contract is won or 
lost. 

•Directory of En vi r onm ental Consul- 
tants, published by Environmental 
Data Services. Tel 071-278 4745. £40. 


No easy options 

for managers 

Simon Holberton on effects of the ERM 


B ritain’s entry this morn- 
ing into the exchange 
rate mechanism (ERM) 
of the European Monetary Sys- 
tem was welcomed by business 
organisation like the Confeder- 
ation of British industry but, 
leaving macro-economic 

c onside rations, what does it 
mean for managers? 

The first thing that can be 
a mi d is that, in the short term 
at least, it is unlikely to make 
the manager’s job any easier. 
While exchange rate stability 
will be welcome - although 
the 6 per cent variation around 
a central rate of DM2.95 is 
hardly fixed - the relative 
inability of the pound to depre- 
ciate wmm thial managers will 
have to pay even closer atten- 
tion to costs. 

The competiti v eness of UK 
manufacturing mil he the key 
to business success in a world 
where the exchange rate is not 
allowed to devalue. For exam- 
ple, Germany’s unit labour 
costs in manufa cturing are ris- 
ing at 2 per cent; in Britain 
equivalent costs are rising at a 
rate closer to 7 per cent 
If this disparity in costs con- 
tinues then a manufacturer 
which currently enjoys profit 
margins of 10 per emit will find 
them completely eroded by 
1992. A company’s only way to 
remain competitive will be to 
Improve productivity, lower 
costs, or both. Keeping costs 
under control and reducing 
fhara is, therefore, no more a 
thing to strive for but some- 
thing to achieve. It could be 
the difference between survival 
or extinction. 

There may be, however, 
some initial one-off boosts to 
corporate profitability from 
ERM entry. In particular corpo- 
rate treasurers may find life a 
little easier and profitable. 

A survey conducted by the 
CB1 and Price Waterhouse in 
March found that companies 
envisaged considerable savings 
from not having to take out 
insurance to protect them- 
selves from any untoward cur- 


rency fluctuations. 

The survey found that 88 pa 
cent of the value of UK exports 
to European Community caun- , 
tries is hedged, or the value of 
the Income protected in some 
way. The GBI concluded that 
ERM entry would mean greater 
exchange rate stability and 
therefore reduce the need for 
hedging. It estimated 
short-term savings of ElOOm. 
(This is a guess and corporate 

treasurers may take some time 
before they are prepared to 
deal with Con tin e nt al counter- 
parts on an unhedged basis.) 

A broader capital market is 
now open to UK com p an y 
Financing considerations may 
have to be re-evaluated. If * 
today’s sterling exchange rate * 
Is credible and thought to 
endure then companies could 
raise funds more cheaply in 
Germany and France where 
interest rates are considerably 
lower than the current 14 per 
cent and above on offer in 
Britain. This would help in 
reducing financing costs. 

The CBI survey found that 
companies would be more 
interested in exporting to the 
continent in a situation wher e 
the pound’s value was pro- 
tected. It estimated that UK 
manufactured exports could., 
rise by 4^ per cent, or £L9bt> 
in the first year. But this is 
only an expectation. 

The ERM will not make life a 
lot easier for UK managers. 
The experience of France is 
instructive. The Mitterand 
Government embraced a “franc 
fort” in 1983, but it was only 
five years later that the bene- 
fits began to show through in 
terms of economic growth. In 
the short-term, deflation is bad 
for profits and employment 
although the long-term bene- 
fits of stable prices can be semi 
in German performance. 

That said, by 1989, France- 
had achieved German levels os' 
inflation performance (&5 per 
cent), but unemployment was 
9.6 per cent and France's trade 
deficit some FFr23bn. 
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K inflation wo ui u wen tmioo 


1874-70* 1960-88* dlff* 


1974-7W 1980-881 dtfft 


ERM* 10.3 6.5 

UK 15.0 7.8 


-3.8 3.1 

— 7.2 2.3 


Richard Gourlay 


-Inflation tnaat output growth rest iAvwtgt at all ERM oomtrtao. NOTEiWI onMaa ara nun 
of annual onnrih rataa of raal OOP and tba OOP deflator, all data takan bom OECD E co no mi c 
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JR West: 

Blue-Chip Scale & Growth Potential 

Impressive business performance 
Fast-growing home market 
Strategic diversification 





Uuftomu Mural, Chairman Tatsuo Tsunoda, President 


What is behind the impressive 

performance of JR West in the 
recently ended fiscal year? 

Established when Japanese National 
Railways was privatized in 1987, JR 
West is active in Japan’s Kansai region. 
This booming area boasts an economy 
larger than all but six countries in the 
world. And, as the Kansai region con- 
tinues to develop along with some 500 
large-scale Infrastructure projects, the 
extensive network of JR West places it 
in an idea) position to grow apace. 
What’s more, the rich cultural heritage 
of the region helps make it a popular 
destination for tourists, boosting our 
related activities in the travel business 
and in hotels and restaurants. 

It all adds up to a very satisfactory 
performance for the fiscal year ended 
March 31, 1990. Driven by the sustained 
expansion of the Japanese economy 
and rising demand for travel and leisure 
activities, our operating revenues rose 
3.4%, to ¥834.3 billion ($5,281 million 
at ¥158=$1). The profit picture is even 
brighter as we continue to improve 
productivity and leverage our consider- 
able resources. Operating income in- 
creased a healthy 15.1%, to ¥95.1 billion 
($602 million), and net income soared 
451.7%, to ¥25.8 billion ($163 million). 

Cleariy, its substantial scale and rate 
of growth are helping make JR West a 
blue-chip company as its prepares to 
publicly list its stock. 


What key factors ensure the 
continuing growth of JR West? 

At JR West, the critical factor is its 
solid market position. We would be 
hard pressed to imagine a more attrac- 
tive operating territory for our activities 
after privatization. Rich in history, each 
year fiterafiy millions of tourists make 
use of our array of railway travel, hotel, 
restaurant, and related services. 

Unmatched resources also play a big 
part in our success. Our well-regarded 
Sanyo Shinkansen acts as a convenient 
and vital link between the Kansai and 
Chugoku regions of Honshu and north- 
ern Kyushu. V\fe are also upgrading our 
extensive network of stations, since 


these present numerous opportunities 
for new business. Our aim is to equip 
stations with a wide range of specialty 
and convenience stores, restaurant^ 
and hotels as well as other business 
and travel-related services. 

A third vital factor contributing to our 
success is trying to do better at what 
we do best Following our corporate 
motto of "Heart & Action,” we continu- 
ally reaffirm our commitment to safe 
and punctual transportation services, 
customer orientation, and service 
improvements. Last fiscal year, we 
made progress in introducing new 
double-decker Shinkansen cars, 
upgrading first-class Shinkansen cars, 
refurbishing station^ and in other areas. 


Shogo Koganezawa 

In April 1987, I joined the management of JR West and was 
appointed to my present post of managing director of the Finance 
Department and Inquiry & Audit Department in June 1990. To 
fulfill the responsibilities of this post, I am committed to doing 
my utmost to reduce long-term debt and enhance the Company’s 
financial position. As we continue preparations for listing our 
stock, we plan to provide potential investors with extensive 
information on our activities. 




Finally, what are JR West’s key 
strategies for growth, and what 
is the outlook for corporate 
performance? 

Since we have a powerful set of strate- 
gies, we have good reason for optimism 
about the future A most important 
element to remember is that virtually 
ail our strategies are customer oriented. 
That means that we are committed 
to improving existing services and 
developing new ones In Japan’s 
dynamic marketplace, we must do so 
to counter competing air, sea, and land 
transportation services 

For example, we are improving the 
Sanyo Shinkansen services, which 
account for some 40% of our operating 
revenues Speed counts here: our 
Grand Hikari, currently operating at 230 
km/h, will be running at more than 300 
km/h by fiscal 1995. We are increasing 
the speeds of our other lines as well. 
And, in future, we think that trains 

will “fly” or, thanks to superconducting 
magnets, at least be able to float above 
a guideway. So, we are hard at work 
as part of a cooperative organization 



WEST JAPAN RAILWAY COMPANY 


For further information and copies of our Annual Report and other publications, please write to the Finance Department at our Head Office 
Hmad Otfkw. 1-1, Ofi&Ktxj, Kta-ku. Osaka 530 JB Group Owfw a Offfcsa: /France/ 24-SS, Rue tk Ij F-75008 Pahs piSJL) 45 RockefeDrr Plaza. New Ybric. NY 10UI 


engaged in research and development of 
the magnetic levitation linear motor car. 

Diversification is also vital to our 
future growth. To become a compre- 
hensive service enterprise, we are lever- 
aging our resources by widening the 
range of shops and services available 
Our travel business, hotel, restaurant, 
and other activities also hold much 
promise 

Publicly listing ourstock has become 
one of our top priorities. We are hope- 
ful investors will recognize that JR West 
has the scale and growth potential it 
takes to become a real blue chip. 


Corporate Data (As. of April 1 . 1990) 

Capital: 2100 billion 

Humber of Employees: 48.626 

Route Length: 49 lines; 5,108.7km 

"Rains per Day: 7,261 

Tfafn-fcm par Day: 500,000 

Number of Stations: 1,215 

Number of Rolling Stock: 6.913 units 


r 









13 


Ml 


FINANCIAL. TIMES MONDAY OCTOBER 8 1990 


"'5 * * pk- 

• titty gjf 

■ r »tk. » 

V. k* f 1 * & 

- * \Jy-ag . 

>*s 

- r * '4 » 

■ -IU> > 4 

■cam ,5ft 


clients^ 

ssJS 


•> ir,x*»5 

■ 

■'■■■ , M> .Vl- Sy- > U- 

;r\^ 

^eilaC 
:v .. .. .-SSl*-. 

. *411;.. 

. 

•• -.i do» 
uh£,T " 
jca\cf- 

■ '*rTfe 

•'" ' «!**• 

- * '•■ '"£ 

: ' “ •'•• a‘.:Gibe- 

;••’ A 'i*shl 

'" : ’' 1 “■■■ r-it J5jj 
’■"••• ■• •’ ptsst 
•• f.'-'.Jcirrqc 


Going European 

wasn’t a 
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we ve been there 

for years. 




The ECU travellers cheque from Thomas Cook. 



For more information contact Sally Measures on 0733 502044. 
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THE WEEK AHEAD 


3 ! 


ECONOMICS 


Inflation news from UK and US 


ALL EYES will be on sterling 
and British finan cial markets 
this week following the UK 
government's decision to enter 
the exchange rate mechanism 
of the European Monetary Sys- 
tem. 

But such excitement will not 
stop the flow of regular statis- 
tics and long planned events. 
Indications this week of the 
inflationary pressures weigh- 
ing on the slow growing econo- 
mies of the US and Britain, and 
Germany's financing require- 
ments following unification 
will also be of interest to finan- 
cial markets. 

Mr John Major, Britain’s 
chancellor of the exchequer, 
will be hoping that the retail 
prices index for September, 
which is released on Friday, 
will mark the peak of the cur- 
rent inflation cycle. During the 
recent annual meetings of the 
International Monetary Fund 
and World Bank in Washing- 
ton, Mr Major said that UK 
inflation was about to peak 
and would fall sharply after 
some delay. 


RPI 


% change over previous year 



Aug *88 1989 


1990 


Whether this prediction 
turns out to be true could 
depend on fixture events in the 
Gulf. But the consensus of ana- 
lysts' forecasts compiled by 
MMS international, the finan- 
cial research company, is for a 
0.9 per cent increase in the 
retail prices index between 
August and September that 
would lilt the annual inflation 
rate to 10.8 per cent from 10.6 


per cent in August 
On Thursday, Mr Major will 
be again be displaying his con- 
siderable political talents when 
he addresses the annual con- 
ference of the British Conser- 
vative Party. His speech will be 
closely watched for any hint of 
further cuts in interest rates. 

Today is an important day 
for the German bond market 
Terms will be set for the first 
government bond of the newly 
unified Germany. The issue 
will be the first of many 
needed to finance the absorp- 
tion of eastern Germany into 
the enlarged Federal Republic. 

Other statistics and events 
(with MMS consensus forecasts 
in brackets) include: 

Today: US, Columbus Day 
holiday, some US markets 
closed. UK, Manufacturers' 
input prices for September (up 
1.9 per cent, seasonally 
adjusted ), September output 
prices (up 03 per cent) 
Tomorrow: France, Revised 
second quarter GDP (up hi per 
cent against first quarter, up 
0.9 per cent on year). 


Wednesday: Japan, Market 
holiday. 

Thursday: US, September Ml 
(S5.8bn), M2 (S15.5bn), M3 
(L2bn). Money supply figures 
for week ended October 10. 
Australia, September unem- 
ployment rate (7.5 per cent), 
employment growth (minus 
17,500). 

Friday; US, September pro- 
ducer prices index (up 1.3 per 
cent), PPI ex-food and autos 
(up 0.4 per cent), September 
retail sales (up l per cent), 
sales ex-autos (up 0.4 per cent). 
August wholesale trade. UK, 
Bank of England quarterly 
analysis of bank advances. 

During the week: Germany, 
September wholesale prices 
index (up 0.9 per cent on 
August, up 1.4 per cent on Sep- 
tember 1989), September pro- 
ducer prices (up 0.5 per cent on 
August, up 23. per cent annu- 
ally), August retail sales (up 
&S per cent annually). Japan, 
September trade balance, cus- 
toms bams ($&3bn surplus). 

Peter Norman 


APPOINTMENTS 


Moves at 
Northern 
Rock 


■ Sir Chris Jobe has been 
appointed secretary of 
NORTHERN ROCK BUILDING 
SOCIETY, Newcastle upon 
Tyne. He has been chief 
solicitor since 1983. Mr David 
Noble becomes general 
manager of the information 
technology division. Mr Colin 
Taylor has been made solicitor 
to the Society. 

■ Mr Michael W. Powell has 
been appointed executive 
chairman of the UMI GROUP. 
He Is a former chairman of 
Foxboro Great Britain. 

■ MALVERN UK INDEX 
TRUST has appointed Mr RJf 
Young and Mr LC. Menztes 
as directors. 

■ Mr David W. Allan has been 
promoted to managing director 
of JOHN POSTER & SON, 
Bradford. He was sales and 
marketing director, and 


succeeds Mr Harold Harvey 
who has resigned. 

■ COPYSTATIC, the 
Nottingham-based group of 
information technology 
companies, has appointed Mr 
Mark Wilton as finance 
director. He was formerly with 
Touche Ross. 

- ■ SENIOR ENGINEERING 
GROUP, Rickmansworth, has 
appointed Mr David Cotterill 
to the board with 
responsibility for construction 
services and mining 
equipment He was managing 
director of the International 
division of Fenner. 

■ Mr Patrick Phillips, a 
director of Barclays de Zoete 
Wedd Securities, has been 
appointed to the council of the 
INTERNATIONAL STOCK 
EXCHANGE, following the 

ition of Mr Kenneth 


■ OE. HEATH GROUP has 
made the following 
appointments: Mrs T. 
Taher-Zadeh and Mr AJL 
Aubrey as directors of C J5. 
Heath (Latin America); Mr N. 
Wetman as deputy managing 
director of C.E. Heath 


(Aviation); and Mr L Savin 
aa associate director of CJ2. 
Heath (Aviation Reinsurance 
Broking). 

■ Mr Crispian Wilson has 
been appointed to the hoard 
of B. ELLIOTT as managing 
director, operations, from 
today. He was director, power 
transmission division, JJL 
Fenner & Co (Holdings). 

■ Mr ygniy th I jHwmrm ft has 

been appointed manag ing 
director of the LANCASTER 
GROUP in the OK and Ireland. 
Tim company, which markets 
cosmetics and fragrances, is 
part of Jon A. Benddser, 
Ludwigshaten. Mr Lamacraft 
was winwaging director, UK 
and Ireland, for Christian Dior. 

■ SANDERSON 
ELECTRONICS, Sheffield, has 
appointed Mr Paul Morlgi, 
president of Paul Morigi & Co 
Inc, Wall Street stockbroker, 
to the board of 55% owned 
General Automation Inc. 
Sanderson Computers, a 
principal trading company, 
has appointed Mr Philip Noden 
as managing director. He was 
technical director and takes 
over from Mr Paul Thompson 
who continues as chairman. 


Mr Peter Carroll becomes 
technical director; Mr Graham 
Depledge is made commercial 
systems director; and Mr David 
O’Byzne becomes public sector 
systems director. 



GROSVENGR LAING URBAN 
ENTERPRISE, a joint venture 
between Grosvenor Estate and 
John Laing, has promoted Mr 
Philip WUboura (pictured) 
from development manager to 
development director. The 
company was formed to 
develop managed workspace 
for small businesses in Inner 
city areas. 


UK COMPANIES 


THE DOWNTURN in demand 
for business computers is 
expected to have cut heavily 
Into margins at Amstrad, the 
UK electronics company due to 
report full year results on 
Wednesday. 

Analysts are expecting pre- 
tax profits of £40m-£45m, com- 
pared with £76.6m last year. 
Turnover should be static at 
around £630m-£S50m, with dis- 
appointments from the profes- 

UK COMPANIES 


sional computer range and 
most other products, except for 
recent promising satellite dish 


There are still some struc- 
tural problems, but the com- 
pany could be past the worst, 
with anticipated write-offs of 
over £20m to cover its invest- 
ment in US-based Micron Tech- 
nology. 

From debt of £150m in 1989, 
Amstrad should have net cash, 


and inventories halved from 
last year’s £350m. . 

Laura Ashley, the clothing 
and home furnishings group 
which has just announced a 
cut in its manufacturing divi- 
sion involving the loss of UJQO 
jobs, is to announce its interim 
results on Tuesday. 

These are expected to snow 
how tough the retailing market 
has been for Laura Ashley 
although the company may 


just break even at the interim 


ie company's followers are 
I nnking for a more satisfactory 
outcome for the full, year 
and around £5m in pre-tax 
profits. 

Analysts will also be keen to 
know how Laura _ Ashley's 
recent agreement with Jusco, 
the Japanese retailing group, 
will help to strengthen its 
position. 
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■ TODAY 

COMPANY MEETINGS: 
Adscene, Howfletd Manor, 
Cbarttiam Hatch, 
Canterbury, Kent. 11.45 
Fleming Enterprise Inv. 
TsL, 25 Coptfiaff Avenue, 
E.C., 12.00 

Mid Wynd Inti. Inv. TsL, 

10 Qlentinlas Street 
Edinburgh. 11.00 
Palmerston Hldgs.. Coven i 
Garden Exhibition Centre. 
Great Queen Street, W.C., 
10.30 

BOARD MEETINGS 
Finals: 

Intereurope Tech. Servs. 

Pochlns 

Interims: 

Abtrust New Euro. Inv. TsL 
Aviva Petroleum 
British Dredging 
Chepstow Racecourse 
Havelock Europa 
Helical Bar 


Hunting 
ISA Inti. 

Lyles (S.) 

North British Canadian Inv. 
Touchstone 
■ TOMORROW 
COMPANY MEETINGS: 
Cabra Estates. Brown's 
Hotel, Dover Street, W., 
10.3Q 

Flagstone Hldgs.. The 
Britannia Inter-Continental 
Hotel, Grosvenor Square, 
W.. 11.30 

Fleming O'seas Inv. TsL. 
25 Copthall Avenue. EC., 
12.00 

London Securities, 
Britannia Inter-Continental 
Hotel, Grosvenor Square. 
W.. 9.30 

Practical Inv., 27 Minories. 
EC.. 12.30 

Property Co. ol London, 
Colllngtree Park Golf Club, 
90 Windlngbrooke Lane, 


DIVIDEND & INTEREST PAYMENTS 


■ TODAY 

Aaronson Bros IXp 
Avoaco (Reg.) ip 
Do. (Br.) Ip 
BBB Design SLIp 
Boapah 4Ap 

British Assets TsL 0-975P 

British Bloodstock Agency 6-3p 

Calm l-2p 

Clarke (T.) 1.2p 

Clark (Matthew) 7.7Sp 

Macartfiy 5p 

Midland Bank 7.3p 

Vlbroplant 2-38p 

Warn 2_25p 

Ward U5p 

Womtard lnvs. 4p 

■ TOMORROW 
Bonier Television l-22p 
Bradford a Blngiey Bldg. Soc. 
Fttg. Rate Nta. 1888 £381-23 
British Bldg. A Eng. 

Appliances l.6p 
Enterprise Oil Sub. Fltg- Rate 


Nts. 1989 E84Z73JS 
Fleming Enterprise Inv. TsL 
2*P 

Jacques Vert 6p 
Palmerston Hldgs. 5.75p 
Practical Inv. 2.5p 
Slough Estates 4 
Treatt Ip 

Woodehester lnvs. 1.26p 

■ WEDNESDAY OCTOBER 10 
Aegis 2,75p 

Allied Insurance Brokers 1.5p 
Ashtaafl 2.75p 

Britannia Bldg. Soc. Fltg. Rate 
Nts. 1983 £378.66 
Ferrari 9 Cnv. Red. Prt. 
4J3342p 

Gardiner 0_375p 
Halifax Bldg. Soc. Fltg. Rate 
Ln. Nta. 1895 Cl 89.04 
Invergordon Distillers 2p 
M A Q Far East A Gen. Fd. 
1-Bp 

Nationwide Anglia Bldg. Soc. 


Northampton, 11-00 
Wentworth Inti., 131 
Finsbury Pavement, EC.. 
11.00 

BOARD MEETINGS 
Hnata: 

Cramphom 

Savage 

interims: 

Alexandra Work wear 

BLP 

HTV 

Hi-Tec S porta 
London & Manchester 
NMW Computers 
Porth 
OS Hldgs. 

S & U Stores 
Seafleld 

Walker Green bank 

■ WEDNESDAY 
OCTOBER 10 
COMPANY MEETINGS: 
McKay Securities, 20 
Parkslde, Knightsbridge, 
S.W.. 12.00 


Fltg. Nts. 198S £189.04 
Resort Hotels 0A3p 
TT2p 

Taylor Woodrow IAS 
Union Bank of Finland Var. 
Rate Bub. Nta. 2000 S21&2B 
■ THURSDAY OCTOBER 11 
Burtbrd 0.4p 

Central American Bk. for Econ. 
tnlagn. Fttg. Rats Bar. Nta. 

1994 8148.43 

Conversion 10% 2002 Spc. 

EFT 0.3p 

Federal Business Dev. Bank 
19% Nta. 1990 8.5pc. 

Fleming O’seaa Inv. TsL Z5p 
Hongkong A Shanghai Banking 
Corp- Prim. Cap. Und. Fltg. 
Rate Nts. 3rd Ser. 5108.81 
Islington Corp. 12.65% Rad. 
2007 6325pc. 

Leuml InU. lnvs. NV Gtd. Fltg. 
Rate Nts. B 1057 (extendable 
to 1880) 822.04 


Wholesale Fittings. 
Institute of Electrical 
Engineers, Savoy Place. 
W.C., 10.30 
BOARD MEETINGS 
Finals: 

Amstrad 

Interims: 

Austin Reed 
Barlows 

Central & Sheerwood 
Dauphin 
Fltzwilton 
Grampian Hldgs. 
Lawrence (Walter) 
Potymark Inti. 

Sinclair (Wm.) 

We nts urn 

■ THURSDAY 
OCTOBER 11 
BOARD MEETINGS 
Finals: 

Microfilm Reprographics 
TR Far East Income TsL 
Town Centre Securities 
In te r im s: 


Lloyds Bank 5p 
Marina Midland Fin. NV Gtd. 
Fltg. Rate Sub. Nta. 1894 
S21J1S 

McKay Securities 3p 
Natl. Australia Bk. Und. Sub. 
Fltg. Rate Nts. *446.08 
RBC Inti. Cap- Fd. Red. Prt. 
32ets. 

Treutan 1J85p 

York Waterworks 2p 

Do. NV APp 

■ FRIDAY OCTOBER 13 

AAF Inv. Corp. Bp 

Aerospace Eng. l.56p 

Alliance TsL I3p 

Do. 4*«% Prt. 1.4875pL 

DO. 4% Pit. 1.4p 

Do. 5% Prt. 1.7Sp 

Appteyard 2.6p 

BZW Cnv. Inv. Tm. Jk8p 

Bradford A Blngiey Bldg. Soc. 

ntg. Raw Nts. 1889 £378.66 

Courts (Fumlahsra) 3-l7p 


BNB Resources 
Cohen (A.) 

Jerome (S.) 

London Atlantic Inv. tsl 
N ew Ireland Hldgs. 

■ FRIDAY 
OCTOBER 12 
COMPANY MEETINGS: 

Jones, Stroud (HWgs.J. The 
Oonington Thistle Hotel. 

East Midlands Airport 
Castle Oonington, Derby, 

12.00 

BOARD MEETINGS , 

kntarime: / 

Downlbrae 

Geers Gross 

Helene 

Johnston Group 
Sllngby (H. C.) 

Company mootings are 
annua I general meetings 
unless otherwise stated. 


Crown Eyeglass 3p 

esc asp 

Five Arrows Chile Fd. 25cts. 

Genbel lnvs. I5.5cta. 

Greggs 4.5p 

Halifax Bldg. Soc. ntg. Rate et 
Nta. 1985 £379.66 '«* 

Ireland 12*2 « Ln- (flag -1 8008 
tjSpc. 

Jones, Stroud 6p 

Lee Halriga rattan 4p 

Uoyds Abbey Life 6p 

Mactarlane (Clansman) i.702p 

Mailed 2p 

Renaissance 1.3p 

Shoreo 2.4p 

Stirling ip 

YRM336p 

■ SATURDAY OCTOBER IS 
Treasury 8% in. 1992 4pe. 

Do. 9 % Ln. 2008 4Spc. 

■ SUNDAY OCTOBER 14 
Australia (Commonwealth ol) 

Big % Ln. (Reg.) 2012 4.7Spc. 


Have you booked your holidays yet? 

There are many to choose from in 
the WEEKEND FT every 
Saturday. 

Make sure of your copy today. 


To advertise on 

the 

Arts or 
Leisure pages 
please ring 

Julia Carrick 

871- 873 3176 


The most information-intense region of America 
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is pulled together by Ameritech. 
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One region of Ihc country is borne to the top three automakers. The top two retailers. Over 6,000 financial institutions. 

The nation’s busiest airport. And 15 million voice and date lines. 

One region has more newspapers, more computer sites and more Fortune 500 companies. 

One company moves the information for file most inflation-intense region of the counby. Ameritech. 

A force in communications. A leader in the Midwest. And a solid financial performer. 

Since Ameritech stock began trading, it has generated a total return to shareowners that has outperformed the market 
by two to one A compound annual growth rate of nearly 28 percent. 

During its first six yearn. Amerkecfi led all other region a/ holding companies in refum-to-equity 
recording 15.SS last year. Growth in earnings per share 
and dividends has averted fi. 3 S orer a six year period. 

VS To find out why Ameritech continues its healthy financial performance, 

call Brussels, Belgium (322} 51241040 for our Annual Report. Or mite Director-Investor Relation* 

Ameritech. 30 S. Wicker Dr. R3500. Chicago. IL 60606. USA. or call USA. 312/750-5353. 
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TRADE FAIRS. EXHIBITIONS & CONFERENCES 


CONFERENCES 


OCTOBER 15-16 

Product Strategies for the 90s. 
Hotel InterContinental, London 
Enquiries: Financial Times 
Conference Organisation 
Tel: 071-923 2323 
Fax: 071-925 2125 

LONDON 


OCTOBER 24 

The Power of Strategic Alliances 
with Dr Jordon D. Lewis. This seminar 
is based on his widely acclaimed book 
"Partnerships for Profit" - Structuring 
and Managing Strategic Alliances. 
Cavendish Hotel, London 
Contact: Anne McCIean, 

Management Forum Ltd 
Tel: 10483 570099 LONDON 


NOVEMBER 8 
A one day conference on 
Computing Beyond 2000 - The 
Sixth Generation. 

Foreman ImaCaannenal Hotel, 
London. 

Contact: Amanda Smart. IBC 
Technical Services Ltd. 

Tel: 07 1236 4080 

LONDON 


OCTOBER L6-18 

Comcx 90. Mobile 
Communications Exhibition and 
Conference. 

Telford Exhibition Centre 
Tel: 44(0)81 -7783343 

TELFORD 


OCTOBER 25-26 

The Future for Global Interest 
Rates & The Effect of Sterling 
Entry Into The ERM. Speakers 
Trom The Bundesbank & The 
Bank of England. Contact: Nadja 
Hawes, Business Research 
International. 

Tel: 071-637 4383 

LONDON 


NOVEMBER 9-10 

The UikM. Magazine preseots:- 
Tbe Price Waterhouse 
International Second Market 
Conference. 

Contact: Susie Hall:- 071-606 
2021 

QUEEN ELIZABETH 0 
Conference Centre London. 


LONDON 


OCTOBER 17-19 

INTER MODAL 90: an 
International event for ibe mrcrmodal 
and container industries comprising 
three dedicated conferences, together 
with an extensive exhibition of 
related equipment and services. Held 
at the ICC Berlin. Contact: CS 
Publications ltd 

Tel: 081-330 3911 Fax:081-330 5112 
LONDON 


OCTOBER 17-19 

Capital Markets Workshops. 
Price Waterhouse Training 
Centre, London. 

Enquiries: Financial Times 
Conference Organisation. 

Tel: 071-925 2323 Fax: 071-923 
2125 

LONDON 


OCTOBER 23-26 

Budding 90. London's exhibition 
for the construe lion industry. 
Organisers: London Budding 
Exhibitions Lid 
Contact: Stephen Comek 
Tel: 071-486 1951/487 5831 
Fax: 07 J -487 3260. 


EARLS COURT, LONDON 


OCTOBER 23-24 

Bo; Outs - Their Future 
Hotel Intercontinental, London 
Enquiries: Financial Times 
Conference Oiganisation. 

TeU 071-925 2323 Fax: 071-925 
2125 


LONDON 


OCTOBER 29 

The Market For Smaller 
Company Shares - What is (he 
Future? 

The Tower Thistle Hotel, 

London El 

Organised by Financial 
Conferences Division, International 
Business Communications Ltd. 

Tel: 07 1 -637 4383 

LCPOGN 

NOVEMBER 1&2 

Nov 1: Directors + Officers Liability 
Nov 2: Professional Indemnity 
Two one-day conferences organised by 
IBC Financial Focus, ax ibe Tower 
Hoicl. London El. A reduced rate is 
offered for attendance at both 
conferences. 

Contact: Cindy Elliot- Wes/Pctcr 
Russell. 

Tel: 071-637 4383 LONDON 
NOVEMBER 5 

Global Networking For The 
Investment Industry. The City 
Conference Centre. London EC3- 
Organised by Financial Conferences 
Division. International Business 
Conununkation Ltd. 

Tel 071 -637 4383. 

LONDON 

NOVEMBER 5-7 
4th International Conference on 
Isostatic Pressing. A conference on 
the production of advanced materials 
(PM. castings, ceramics, metal 
matrix composites, superconductors 
etc). 

Tel: 0743 64675 
Fax: 0743 62968 

STRATFORD-UPON-AVON 


NOVEMBER 16 

Futures and Forward 
Markets, Swaps and Options. 
Which Way Forward? 
Contact; Caroline Little 
Tel: 071-636 1004 


LONDON 

NOVEMBER 28-29 

Improving Cost Efficiency In The 
Retail Trades. Practical suggestions 
from experts on: 'the achievement of 
Cost Efficiencies in the Retail Trades 
with short-term paybacks aver a 1 2-24 
month period.” New Cormanght 
Rooms. London 

Contact: Spectra Retail Concepts Ltd. 
Tel: 0734-320177 

LONDON 

NOVEMBER 29 

TAURUS: New Developments 
and Implementations Plans. 

The London Press Centre. London 
EC4. Organised by Financial 
Conferences Division, 

International Business 

Communication Ltd. 

Tel: 07 1 -637 4383. 

LONDON 

DECEMBER 3-4 
International Securitisation. 
Participation from The Bank of 
England and Commission 
Bancaire. Case study from 
Goldman SadtsThe Selfridge 
Hotel, London. 

Contact: Nadja Hawes, Business 
Research International. 

Tel: 071-637 4383 LONDON 


DECEMBER 5 

International Pay Policies 
Conference. 

Gloucester Hotel, SW7. Speakers 
from: CBI. TUC NEDO. ILO, PW 
and LSE. £I75+VAT. 

Public Finance Foundation 
(071-895 8823 Exl 239/255) 

LONDON 

DECEMBER 6-7 

Digital versus IBM - a two day 
conference. New perspectives 
and independent guidance for 
senior managers. Kensington 
Park Hotel, Loudon. 

Contact: Lucinda Tosh, IBC 
Technical Services Ltd. 

Tel: 07 1-236 4080 

LONDON 

DECEMBER 6-7 

US Private Placements. Including 
case studies from: BAe, CGE and 
Huhoraaki Oy. The Selfridge Hotel, 
London. 

Contact: Nadja Hawes, Business 
Research International. 

Tet 071-637 4383 

LONDON 

DECEMBER 7 

CAPITAL PEOPLE 
The 1st European Conference on 
Human Resource Strategies in 
Financial Services. 

Tel: Lynn Brook, Touchstone 
Exhibitions & Conferences Lid 
081-840 3888 

LONDON 


OCTOBER 24-25 
International Conference on 

eftpos: target im 

Intercontinental Hotel. Geneva. 
Contact: Amanda Stuan. IBC 
Technical Services Ltd. 

Tel: 071-236 4080 

GENEVA 

NOVEMBER 13-14 

Internationa] Conference on the 
Automotive Industry and tbc 
Environment. Intercontinental 
HoteL 

Contact: Helen Coory. 
Environmental Mutter^ Ltd. 

Tel: <44-71224(876) 

GENEVA 


To advertise in this section please telephone Mark Hall-Smith 071-873 3580 
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Gandy’s watercolour impression of Soane's proposed east front of Dulwich Picture Gallery which the gallery is about to purchase 

The difficulties of meeting Soane’s challenge 

Colin Amery is in no doubt that leading international architects would rise to the occasion 


A ~W~have spent several hours thte 
# week in a damp marquee in a 
m suburban garden. The organis- 
ears of the Country T.ffe — Dul- 
wich Art Gallery architectural compe- 
tition put on show in gre nprfe of 
the gaBery the entire spread of 877 
entries. At weekends tins display has 
aroused great, public interest, 
although it has to be mm that in the 
week only a few 'visitors join the 
swarms of “daddy-long-legs'”' that 
seem to be drawn to the coding draw- 
ings in the two large tents. 

Competitions always cause contro- 
versy and disappointment and the 
Dulwich one is no exception. Since I 
jpote about the results a Tfttito- while 
m letters to this newspaper and in 
other places have expressed strong 
feelings about the rede of critics and 
have attempted to jxtdge critical reac- 
tions in the light of some imaginary 
“battle of the styles”. I, and other 
writers, have been accused of “lofty 
disapproval”, of being “<raTf-jrppntntrai 
keepers of the Soane £sdth”, of not 
encouraging the young tm& “yet to 
come to terms with modernism.” All 
this debate emit interest only be 
seen as A Good Thing... 

But the polarising of the debate 
according to anentfrely imaginary 
“Classical versus Modem” agenda. 


completely misses the main point. 
Why are the winning «*Ti«wgg at the 
Dulwich competition so very disap- 
pointing? And why would it be a sad 
and missed opportunity if any of them 
were actually built? To make a con- 
sidered and sensible judgment on 
t h e se pef n ht , rnritmi to test one’s 
own cri t ical abilities in exactly the 
same way as the judges had to do, I 
felt it essential both to look at all the 
entries and to talk Anther to the Gal- 
lery itself. 

first of all, I had another good look 
at W pondered flu* particu- 

lar strangeness of Sir John Soane’s 
1811 design for the Dulwich Gallery. 
We know that Soane saw bis Dulwich 

. WBllBlInsiW I as a wniq ue Pliann* tO 

commemorate Tifa Wmrt Sir Francis 
Bourgeods with a fine mausoleum and 
a g&Hary for his bequest We also now 
know that Soane was obsessed by 
“the furniture of death” a nd fha+ ft 
was foe combination of a mausoleum 
and an art gallery that particularly 
attracted him. It was one of Soane’s 
most personal works. He did not 
i^i wr g w any fees for the darfg w and 
when there seemed to be some finan- 
cial crisis was willing to pay for the 
completion of the bunding himself. 

Soane rejoiced in the opportunity to 
build a monument in a rural and pic- 


turesque s e t ting . He also celebrated 
the opportunity of combining his 
ideas and feelings about art, life and 
iiqa t h jn one building. It is the sub- 
lime realisation of Romantic ideas 
about death and its transcendental 
quality. Soane wanted us, the visitor, 
to realise the presence of death along- 

«iHo tha brffliHHtiy lit bright spaces 
and their display of mankind’s finest 
creations - works of art. The gallery 
and mausoleum symbolise the com- 
plete infinite and finite circle of life. A 
visit to Dulwich should be an almost 

religious experience. 

This is the background against 
which competitors were asked to add 
the more mundane requirements of a 
brief that wants to turn Dulwich Into 
an ordinary modem gallery with pub- 
lic lavatories, cafe, the inevitable shop 
and an all-purpose room with the 
strangely combined function of dark- 
ened lecture theatre well-lit exhi- 
bition halL It is a difficult brief and 
the organisms were wise enough to 
say that they were just looking for 
« and would fed pn commitment 
to build anything. 

It is because Soane's ideas were so 
profound for Dulwich that the Gallery 
director, Giles Waterfield, should 
have invited some of file best archi- 
tects in the world (many of whom 


claim direct Inspiration from Soane) 
to submit ideas. Waterfield claims 
that this would have been too expen- 
sive. I Haim it would have been a 
better use of bis sponsor’s money and, 
after all, it is normal to ask architects 
to pay a premium to enter a competi- 
tion and there is no doubt that many 
leading architects would willingly 
have paid to have the chance to build 
next to Soane's masterpiece. And 
Country Life would have had the hon- 
our not of promoting an indifferent 
free-for-all but of sponsoring the work 
of the world’s best architects. 

Of the 377 schemes on view there 
are probably only SO that reach a rood 
enough standard to be shortlisted. As 
this was an ideas competition it 
would have been fairer of the judges 
to have made a more catholic selec- 
tion for commendation and iw-imiPH 
some of the classical schemes - sev- 
eral of which were very carefully 
pawned, and some wore ingenious. I 
can see how hard it was to chose a 
winner because the general standard 
was so low. Many of the schemes were 
simply too do minant and overb earing ; 
which must have driven the judges 
down the route of ultra-caution when 
selecting the almost invisible winner. 
And yet they singled out as their 
third prize winner a very powerful 


*The Old Law 

STUDIO, i-YRfC HAMMERSMITH 


The Devil's Virtuoso 


REDGRAVE THEATRE, FARNHAM 


There, is an excellent 
production of The CM Lon by 
Thomas Middleton ami Wfiham 
Rowley at the Lyric studio in 
Hammersmith, which . I am 
glad torepcat bad. an almost 
foil house on Saturday even- 
ing. • 

You may be forgiven for not 
knowing y»™h about, the ploy. 
According, to a. programme 
note, it has not been performed 
on . stage for more than 300 
year* audit Is not enxy : totted 

described 

ms biobean satire nr as a kind 
TOf comic King Lear, for it Is 
about the outlawing of old age 
and the purge of the gerontoc- 
racy, although it has ahappy 
ending where needy aff is for- 
given. 

Middleton Is best known for ' 
Ms tragedies. The Changeling, 
on which' he coflaborated wlth 
Rowley, and Women Beware 
Women. Rowley was a great 
oolfaboratac. He had Ms hand 
in about SO plays of the period. 
That has sometimes fed to Ms 
being called a hack; I prefer 
the - tend “professional”. 

tt is also sometimes said that 
since Shalramgaffe was SO for 
above his contemporaries; 
most of the other rfajrs of the 
period are' of mainly academic 
interest My own view is that it 
to both helpful and enjoyable 
to take Shakespeare and his 


fo take Shakespeare and bis 
contemporaries together 
because they Illuminate each 
other and, after all; they use 
the same conventions. 

Certainly that is the canclu- 
skra from The Old Law. The 
allusions to King Lear are * 
unmistakable. There are also 
references to Dr Faustus and 


the Idea Of time r unning ouL 
Indeed the whole canon of Eliz- 
abethan and Jacobean drama 
is there in one form or another, 
not least the contempt for 
the equivocations of the 
law. 

The Hammersmith produc- 
tion.- is by the Commonweal 
Theatre Company and directed 
by Tony Hegarty. As a com- 
pany, it has a multitude of tal- 
ent. most notably Max Hafiur 
playing -Greon and Iona Ken- 
nedy aaTSugenia. 

The: direction 'Is also full of 
■ ideas. A traditional fencing 
scene is played very effectively 
without weapons, and a drink- 
ing/scondng scene without 
tankards. & works. Nearly an 
the minor parts come off, espe- 
cially the sycophantic court- 
iers. . 

The one reservation is that I 
the production would gain 
from being cut by about 20 
minutes; otherwise it is a 
wholly rewarding evening. 

The future of the Lyric j 
Hammersmith, inci den t ally, is 
in some jeopardy as a result of 
the combination erf the poll tax, 
local authority cuts and the 
changed policy of the Arts 
CtxmcIL 

1 do not tfrfok that all thea- 
tres ought to be saved merely 
because they are theatres. The 
Lyric, however, like the Young 
Vic which is alan in t li ffira iTUAg, 
is an exception. Apart from its 
memorable productions, it h as 
some of the pleasantest ameni- 
ties you win find in a theatre. 

It should be supported. 

The. Old Law nma until Octo- 
ber 27. 

Malcolm Rutherford 


The good people of Farnham, 
friendly, prosperous and thea- 
tre loving, are led a merry 
dance by fen Taylor in Ms new 
play. The Devil’s Virtuoso, 
which retells the life of that 
pop superstar of the early 13th 
century, Paganini. So other 
worldly was Paganini’s violin 
playing that be was reckoned 
to have a pact with the 
Devfl. 

This becomes the alpha and 
omega of Taylor’s play and 
enables director Graham Wat- 
kins to set it in “An Illusion- 
ist’s Theatre in Limbo”. The 
conceit is taken to fire limit 
and poor Christopher Ashley 
as Paganini is forced to per- 
form really dire magic tricks to 
satisfy the production’s med- 
dling with the mystic. 

There was a genuine mys- 

Turandot 

COVENT GARDEN 

As the third cast for this 
revival of Turandot took the 
stage, it is remarkable to con- 
sider how unfailingly satisfy- 
ing this production has been 
over the pest six years. Every 
time it is put an, the opera 
seems just as magical and 
i n volving; as cruelly disturbing 
below the surface, as it did the 
time before, no matter who is 
singing . 

With so many revivals, it has 
served to welcome a long line 
Of visiting stars. Singers such 
as Dimitrova and Marten, for 
example, have used the title- 
role to show off voices of 
remarkable ampwtiide. 


BUSINESS TRAVEL 


The Fina ncial Times proposes to publish this survey on: 

12 NOVEMBER 1990 

Fpr a full editorial synopsis and advertisement details, please contact: 

ITMKINGHAM 
on 071-873 3606 
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Southwark Bridge 
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tery - Paganini was refused a 
Christian burial for five years 
- but there are many more 
fascinating aspects to his char- 
acter to explore than the the- 
ory that, encouraged by his 
manager, he was a Satanist. 
The fact that he never touched 
a violin except when he was 
performing Is much more 
amazing. 

Still, take it all as a rump 
and it is quite jolly, thaWim 
mainly to the music which 
ranges from some of Paganini's 
devilishly Intricate composi- 
tions to folk songs of his native 
Genoa. 

The chief trick is the ability 
of Ashley to convince the audi- 
ence that he is a violin virtu- 
oso: by clever direction, and 
help from the wings, he carries 
off a musical coup. His por- 


trayal of Paganini as a louche 
cockney raises a few hackles 
bat has some historical justifi- 
cation. 

Six actors assume countless 
roles. Taylor seems fond of 
black underwear and Zoe Dick- 
inson and KarenJane Tomlin- 
son are for ever slipping into 
something slinky. Taylor is 
also good on Paganini’s youth 
as a prodigy, but seems to lose 
interest after he becomes an 
International celebrity. There 
is nothing about Ms contempo- 
raries (Schubert commented on 
his playing: Y heard an angel 
sing ); nothing about his spec- 
tacular bankruptcy; nothing 
about Ms Illness, which trans- 
formed Ms appearance for the 
worse, making Mm physically 
devilish looking. 

For the finale there is a 


To follow them, let alone 
Gwyneth Jones, the produc- 
tion’s original Turandot, is no 
easy task; but the Bulgarian 
soprano Galina Savova, in her 
Royal Opera debut cm Satur- 
day, brought with her a voice 
of striking colours and just 
enough power. 

Appropriately for Turandot 
and her riddles, she kept the 
audience guessing. One never 
quite knew what was coming 
next, as worts would suddenly 
flash out with new meaning 
and notes that were easily 
within her grasp could still be 
unpredicta b le (the climax of 
“In quests reggia” was just 


ARTS GUIDE 


MUSIC 

London 

Dmitri Hvorostovsky (baritone) 
with Mik h ail Arcadtev (piano). 
Monteverdi, 'Pergoleai. Cacctni, 
StradeDa. Beffinl, Donizetti. 
Queen EUxabeT 
928 3191; CC 071 9288800). 

Royal Ffedfettmonic Orchestra 
conducted by Sir Yehudi Menu- 
hin, with Johan Lloyd Webber 
(cello), soloists and choir. 
Geragwtn, Elgar, Lloyd Webber. 
Royal Festival BMl (Wed) (071 
9288800). 


Utrttdit 

Andrei Gavrilov (piano). Mozart, 
Hadyn. Beethoven (Toe). Vreden- 
burg (31 45 44). 


Orchestra CWknxne conducted 


thoven (Mon). Salle Pleyel 
(45638873). 

BBcdbd Gedda recital (Mbn). 

Sale Gaveau (49530607). 


Salle Gavean (49530507). 
Orchestic de Paris conducted 
by Semyon Bychkov, with Anne* 
Sophie Mutter (vtohn). Kodaly, 
Mozart, Stravinsky (Wed, Thur) 
Salto Heyel (46638873). 

Amsterdam 

Netherlands Phflhittmomc with 
Theodora Geraats (violin), Jamas 
Loughran conducting. Dvorak, 
Vaughan w ufa™ Elgar (Fd). 
Concerteebouw (713 345). 

Mssica Antiqua KOn under 

Reinhart GoebeL Telemann, 
Bach, (Mon). Concertgebcmw 
(718 345). 

Netherlands PhUharnumlc with 
Maxim Vengerov (vfotin). James 
Loughran conducting. Berlioz, 
Tchaikovsky, Sibelius (Wed, 
Thur). Goncertgebouw (718 345). 


Philippe JUrachhom (violin) and 
David Golub (piano) in a Pro- 
gramme of Franck. Prokofiev 
and Schubert. Palais des Beamc- 
Arts (Mon). 

Paul Dombrecbi Consort In a 
programme of Bach, Couperin, 
Mattes, PhOidor, Rameau, Tele- 
mann. Musdon Royaux d'Art at 
cPHistaire (Wed). 

National Symphony Orchestra 
conducted by Mstislav Rostro- 
povitch performing Barber, Shos- 
takovitch Tchaikovsky. 
Palais des Beanx-Arts (Thur). 

Antwerp 

Andreas Schmidt (baritone) 
accompanied by Roger Vignolas 
(piano) performs Brahms’s Die 
SchOne Msgelane (Wed). De Sin- 
gel (03-248 38 00). 


BngUsh Chamber Orchestra con- 
ducted by Jeffrey Tate with Mit- 
guko Uchtda (piano) performing 
Beethoven (Tues) <091-25 7780). 

Frankfurt 

Russian Radio Orchestra and 
gingers r.i>Ha Schemlkh. Alexan- 
der Nenadorsky. conducted by 
Vladimir Fedoseyev with eu in 
Tchaikovsky programme (Mon, 
Thors). Alte Oper- 
Rusafan State Orchestra, and 
Andrm Korsakov (vloIinXcon- 
ducted by Yevgeny Svetlanov 
in an all Tchaikovsky pro- 
gramme (Wed). Alte Oper. 


theme that could have been 
exploited more energetically - 
Ashley and the cast become 
modem rock stars, bashing out 
Paganini cadenzas. 

Of course the devilry allows 
some good tableaux, especially 
the opening scene where 
Paganini's son is discovered 
arguing with the Church over 
a rotting corpse, and through- 
out the staging is an imagina- 
tive box of tricks for a regional 
theatre. But, in what is basi- 
cally a safe run through of a 
famous life, it would have been 
better to show Paganini whole 
rather than Paganini coloured. 
Julian Forsyth, Philip Dupuy, 
and Michael G. Jones are 
assorted princes, lawyers, and 
other crooks. 

Antony Thomcroft 


under). But similarly, in a 
wholly positive way, the drama 
was kept at a high level of 
expectancy: Savova’s is a live 
and always interesting Turan- 
dot 

By pairing her with the 
tenor Nicola Marthmcd, the 
performance gave us a leading 
couple of opposite virtues. 

Martinucci is predictable 
above all, with a fine, Italian- 
ate voice that never lets him 
down, deserving of the noisy 
ovation that he won; but he 
makes an uninteresting stage 
personality, a Calaf without 
ardour or heroism, or even 
stock Italian-tenor histrionics. 


Nor did one’s heart go out to 
the Lid of Lada Mazzarla-Scan- 
diuzzi, brightly and capably 
fhfuig h she sang. 

Nevertheless, the opera 
worked and powerfully so, 
partly no doubt thank* to the 
immens e cUm«nn>g hudlt up by 
Colin Davison the pit This is a 
production that you can see 
again and again without It 
dwindling in impact at afi. 
While the Royal Opera has 
such a Turandot to offer, it is 
difficult to complain when they 
put it before the public so 


Richard Fairman 


October 8-11 


Berlin 

BerHn Opera Orchestra con- 
ducted by Gutoeppe Shiopoli with 
Dawn Upshaw (soprano), G. Sba- 
hj»m ( rinltn) NtmO, Mwifelnsnhn . 

and Abler (Mon). SrbtmapW- 
h&us. 

Now York 

jnnUaid String Quartet. Schub- 
ert, Carter, Ravel (Mon). JuDliard 
Theater, Lincoln Center. Free 
(874 8770) 

C gfffh PMThanmiTrir Conducted 

by JW BeloblHvek with Andrea 
Lucchesbii (piano) {day Martins, 
Chopin, Stravinsky (Tue). 
Carnegie Hall (247 7400) 

New York Chamber Symp hony 
conducted by Gerard Schwarz 
with Misha Dtchter (piano) {day 
Diamond. Gerahwin, Beethoven 
(Tue). Kaufioann HaH (996 1100) 
New York Philharmonic con- 
ducted by Leonard Slatidn with 
John Browning (piano) play 
Schuman, Beethoven. Saint- 


Hall, Tiwenbi Center (874 6770). 

Washington 

Daniel Barenboim piano recitaL 
Bach, Beethoven (Moo). Concert 
Hall. Kennedy Center (487 4600) 
napffi PMlfcarm nnie mmfaeferi 

by Jiri Belohlavek with Andrea 
Lucchesini (piano). Martino. Cho- 
pin, Rfawky-Koxsakov (Wed). 
Concert Hall, Kennedy Center 
(4674600) 

Chicago 

Chicago Symphony Orchestra 

conducted by Sr GeorgSoltl 
play Bartdk, Debussy, Shostakov- 
ich (Thur). Orchestra Han (435 


Opening of Glasgow’s 
new concert hall 


pavilion Wiirurf as though it 
been designed for the Festival of 
Britain. 

Because of all the critical furore the 
Gallery and Country Life feel more 
determined than ever, naturally 
enough, to back their three winners. I 
realise now that the winner (Zetek. 
O’Neill and Grasby) was chosen 
because it tucks out of site the spaces 
the gallery needs and could probably 
be built without upsetting too many 
of the neighbours in this exception- 
ally sensitive site. It shows that the 
Gallery was so confused about what it 
wants that it has settled for almost 
nothing. It wanted the publicity and 
razzamatazz of an architectural com- 
petition (It got that!) but has neither 
the funds nor the planning confidence 
to promote an intenationally signifi- 
cant building. 

I understand that the 9H Gallery in 
central London is contemplating a 
show of some of the Dulwich entries. 
Perhaps it would be wiser to continue 
the debate and show the winners 
alongside some newly invited entries 
from Rafael Moneo, Arata Isos&ki, 
Eric Parry, John Outram, and James 
Stirling to name but five. Soane’s Dul- 
wich Picture Gallery is much too 
important to be saddled with the 
result of an inept competition. 


Even before a note of music 
has been heard in it. Glasgow’s 
new concert hall has changed 
its name. After a year of being 
advertised as the Glasgow 
International Concert Hall, it 
mysteriously turned into the 
Glasgow Royal Concert Han on 
tile opening night last Friday, 
presumably in commemoration 
of its royal inauguration. 

In all important respects the 
city consider Itself well 
pleased. In its prominent posi- 
tion, dose to fife Theatre Royal 
and Royal Scottish Academy of 
Music and Drama, the concert 
hall will serve to enhance what 
is now clearly the artistic quar- 
ter of the metropolis. 

Of Itself, the building does 
not offer any visual adornment 
to the area. The exterior is util- 
itarian and projects a disap- 
pointingly bleak aspect at the 
back cm to Sauchlenall Street, 
Glasgow’s premier shopping 
area. (Surely there could nave 
been some kind of contact 
between the audience in the 
hall's foyers and the bustling 
crowds outside?) But once one 
has passed through the osten- 
tatious front portico, there Is 
little but pleasure in store. 

This is the late 20th-century 
concert hall at Us most accom- 
modating and Impressive. The 
foyers are spacious; there are 
sufficient bars and restaurants. 
And the whole of the interior 
has been designed, apparently 
at no small cost, with a fine 
sense of style. 

My one regret is that the dis- 
play of Scottish paintings, 
which adds such a welcome 
feeling of artistic richness as 
one enters. Is only on loan for 
a few months. It should be per- 
manent. 

According to figures in the 
programme the auditorium 
itself seats 2£00, though one 
would hardly realise it. The 
audience is seated on three 
sides of a shoe-box, so that 
most people will be close to, or 
overlooking, the platform - 
good for the posture too, as the 


seats keep you sitting firmly 
upright. Sight-lines in general 
are reasonable, but reports on 
the first night suggested that 
the acoustics vary enormously 
around the hall. From my 
place, in the first tier at fife 
side, the sound was remark- 
ably open and generous. 
Almost too much so, 1 felt at 
first, as the Strauss Ian opu- 
lence of Thomas Wilson's Glas- 
wegian tone-poem Carillon 
seemed to engulf the listener 
in a wide. Cinerama-type 
sound. 

TMs was one of two Glasgow 
1990 commissions for the gala 
opening concert, which quite 
rightly kept the emphasis on 
Scottish music and musicians, 
The other was a moat effective, 
short orchestral piece entitled 
Rainbow by Thea M us grave, 
which investigated the tonal 
possibilities of a large orches- 
tra and served to confirm the 
wide range of dynamics and 
colour the hall allows. 

The rest of the programme 
Included Liszt’s Second Plano 
Concerto and a less than 
ecstatic performance of Bee- 
thoven's Choral Fantasia, in 
which David Horne, the sturdy 

th£^ ScrttEi^Nationa! Orch«s- 
tra and Chorus under Bryden 
Thomson. By that time I was 
quite decided that I wanted a 
clearer, single focus to the 
orchestral sound; but after the 
many disasters with acoustics 
in new concert halls, both in 
this country and overseas, that 
Is perhaps a minor complaint. 

The good news Is that Glas- 
gow has furnished itself with a 
really fine new centre for 
music. Just as the Festival Hall 
in London remains from the 
Festival of Britain, so the Glas- 
gow Royal Concert Hall will 
stand as a permanent reminder 
of the enormous effort the city 
has put into making its year as 
Cultural Capital of Europe a 
success. 

Richard Fairman 


Monteverdi Choir 


BARBICAN HALL 

With one bound John Eliot 
Gardiner has leap-frogged his 
rivals. While the other conduc- 
tors involved in the period 
instrument movement are 
moving steadily through the 
early romantics, Ehot Gardiner 
has audaciously jumped ahead 
to the German Requiem of 
Brahms, that most unlikely of 
works to be heard in an 
“authentic” performance. Next 
month the Monteverdi Choir 
will follow up with the unac- 
companied choral music. 

In music as comparatively 
recent as this it fa difficult to 
know how great a difference to 
expect, if it is performed on 
instruments of the period. In 
Thursday’s concert the most 
noticeable effects were those of 
acidic strings and hardetruck 
timpani, now commonplace in 
performances of baroque and 
classical music. 

Were the English Baroque 
Soloists using their usual 
instruments, or later ones to 
suit the period (1869)? On that 
point the programme did not 
tarnish any details. A brief 
introduction by Eliot Gardiner 
did, however, express an inten- 
tion to do away with the Ger- 
man Requiem's “prevailing din- 
giness of texture” and in that 
ocean claim total success. 

There is simply no compari- 


son in bearing music such as 
this or the SchicksalsUed per- 
formed by a large, wheezy, 
amateur chorus and the super- 
professional Monteverdi Choir 
with their razor-sharp attack 
and projection sore as a bullet 

Movement after movement 
unveiled choral marvels. This 
was not Eliot Gardiner hurtl- 
ing forth at headlong speed, as 
previously when he and Ms 
singers tackled Beethoven's 
Mtssa Solemnis; but a mea- 
sured and serious reading, out- 
standing above all for the iron 
clamp in which the conductor 
seems to grip all his perform- 
ers. Eliot Gardiner presided 
here with dictatorial control 
over the exact weight, colour 
and timing of every syllable. 

In the forthcoming recording 
fixe performance might prove 
too studied for repeated listen- 
ing. Against that the sheer 
technical perfection will be 
just as breathtaking and there 
are highly re commendable 
soloists in the beautiful 
soprano of Charlotte Margiono 
arid in the baritone Rodney 
Gilfry, who sang with easy dig- 
nity in his solos. In sum, a 
gripping performance: not a 
verdict that can often have 
been passed on this work. 

Richard Fairman 


OBITUARY 

Jill Bennett 


Jill Bennett, who died last 
week aged 58, was bom on 
Christmas Eve, 1931. She had 
wealthy parents, and it may 
have been this that lent, both 
to her playing anti her Hft» in 
general, a feeling that most of 
what happened to her was con- 
trived by herself. She bad 
barely left school. In Strat- 
ford-upon-Avon, when she 
began to play small parts for 
the Shakespeare Memorial 
Company. At 18, she fell in 
love with its 60-year-old direc- 
tor. Sir Godfrey Tearle, and in 
Spite of disapproval stayed so 
until his death four years later. 

The Shakespeare company 
was followed by Olivier’s com- 
pany at fife St. James’s, with 
whom she gave Anni in Cap- 
tain CarvaDo, and Iras in both 
Antony and Cleopatra and Cae- 
sar and Cleopatra. Thence she 
followed the prescribed route 
for a successful young actress, 
to Hollywood, though her looks 
were piquant rather than beau- 
tiful. She starred in some 
unmemorable films and 
returned to England, able now 
to take important parts. She 
was Masha in John Clements's 
Seagull in 1956, and joined the 
Oxford Playhouse company 
under Frank Hauser. In 1962 
she married Willis Hall, in 
whose work she had appeared 
at the Royal Court 

At the Court, she played the 
Russian Countess in John 
Osborne’s A Patriot for Me, a 
part she adorned beyond its 
proper worth, and her work 
centred around that house for 
some time. The marriage with 
Hall lasted only until 1965, and 
in 1968 she married Osborne, 
who created Pamela for her in 
Time Present - virtually a 


monologue where she might 
mourn a dying actor-father, 
resent her unsympathetic rela- 
tions and resolve how to live 
the next part of her life. 

This assorted emotion was 
mainly expressed in trivial 
theatre camp, and the 
resourceful technique with 
which she carried it won her 
the Evening Standard award 
for best actress. 

The Osborne period also 
included a very fine Hedda in 
his version of Hedda Gabler, 
but from that she moved to a 
brand of comedy which she 
played well but not often, 
Amanda in Private Urns. She 
was in two more Osborne 
{days, but she was turning to 
more conventional ground, in 
Flare Path, The Aspem Papers 
and Separate Tables. The mar- 
riage ended in 1977. 

In the Royal Court’s Hamlet 
she was a Gertrude of univer- 
sal sympathy. As in so many 
other parts, she gave the feel- 
ing that she had invented it 

herself, for she mold urge sym- 
pathy over difficult fences. In 
Donald Howarth’s Three 
Months Gone, her Anna, her 
joys habitually checked, man , 
aged the rarest of smiles now 
and then to illuminate a good 
thought 

Petite and cha rmin g, she 
was always an active outdoor 
woman. After the end of her 
first marriage, she was lunch- 
ing at a Chelsea restaurant 
with a bunch of roses on her 
table. “My husband always 
bought me roses on this day," 
she explained. “Now he 
doesn’t, I get mv own to keep 
the feeling." 


BA. Young 
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Not nearly 
good enough 


THE British government's 
adherence to the Exchange 
Rate Mechanism of the Euro- 
pean Monetary System Indi- 
cates that a general election 
may be held in the summer or 
autumn of 1991. There is likely 
to be a further tall in interest 
rates and a consequent window 
of political opportunity during 
the next six to 12 months. This 
is a reversal of the outlook a 
week ago. when a strong 
Labour lead in the opinion 
polls suggested that the prime 
minister might have been 
tempted to wait until the final 
possible moment in June 1992. 

The annual conference of the 
Conservative party which 
opens in Bournemouth tomor- 
row may therefore be the last 
opportunity for a concerted 
demonstration that Thatcher- 
ism. a success in the early 
1980s, has something to offer in 
the 1990s. Some new thinking 
is needed. 

This certainly applies to the 
government's present attitude 
to the European Community. 
Adherence to the ERM, wel- 
come though it may be, has 
been grudgingly accepted five 
years after it was mooted by 
the former chancellor of the 
exchequer, Mr Nigel Lawson. 
The nationalistic phrases 
accompanying the prime min- 
ister's statement on the ERM 
decision last Friday suggest 
that the government is likely 
to prove as uncooperative over 
further developments of Euro- 
pean monetary and political 
union as it has over every step 
taken or proposed so far. 

Measured pace 

Plans to move towards a sin- 
gle currency and a European 
central bank ought not to be 
rushed, but the arguments for 
a measured pace, which will no 
doubt be put forward by Mrs 
Thatcher at the EC intergov- 
ernmental conference in 
December, would carry greater 
weight if the other participants 
thought that Britain believed 
in the proposed destination. A 
few Conservative ministers do, 
but the sterile debate over 
"sovereignty' 1 continues to con- 
strain the government. There 
are signs that the Labour party 
is sensing this and preparing 
to seize the opportunity to pro- 
claim a yet more wholehearted 
Europeanism. 

The verdict “not good 
enough" also applies to a col- 


lection of domestic policies, in 
which the common thread 
appears to be adherence to the 
doctrinal purity that seemed to 
be in the ascendancy after Mrs 
Thatcher's third election vic- 
tory in 1987. 

Most of the government's 
privatisations have been a suc- 
cess. but the so- Ear botched pri- 
vatisation of electricity will not 
quickly create greater competi- 
tiveness. The sensible develop- 
ment of a core curriculum for 
schools has been accompanied 
by structural reforms designed 
to wrest control from local 
authorities, bat these policies 
have not been supported by the 
public expenditure without 
which teacher morale and edu- 
cational quality will remain 
low. Training to reduce unem- 
ployment is understood by the 
government; training for peo- 
ple in work awaits a convinc- 
ing programme. 

Driving force 

The indefensible poll tax had 
the underlying purpose of 
weakening local authorities; its 
replacement should follow a 
single public inquiry into the 

structure of both local govern- 
ment and the method of financ- 
ing it. The Tories are consider- 
ing an extension of the right to 
buy publicly rented housing; 
they still shrink from abolish- 
ing tax relief on mortgage 
interest, which distorts the 
market for credit 

The driving force behind 
everything the government has 
done since 1979 has been Mrs 
Thatcher. This has been of 
great value, particularly in pro- 
viding the resolve necessary to 
curb excessive trade union 
power, but also in propagating 
a sense of fiscal prudence 
within a number of public 
institutions which in past 
decades appeared never to 
have heard of it 

The question now arises 
whether a party that is so 
heavily influenced by the 
instincts of one powerful indi- 
vidual can make the necessary 
adjustments of direction after a 
dozen years in power. Unless 
the Conservatives can demon- 
strate that they, and their 
leader, are able to shake off the 
preconceptions of the 1980s and 
produce practical policies for 
developing the competitive 
strength Britain needs in the 
1990s, they will not deserve to 
win a fourth term. 


Still stalling 
on farm reform 


THE ONE positive aspect to 
the new European Community 
farm reform proposals is that 
they exist That the EC has 
now spelled out specific plans 
for reducing the $250bn annual 
cost of world farm support is a 
significant step for a trading 
power which is normally reso- 
lute in its determination to lav- 
ish vast sums of money on its 
10m farmers. 

This said, it would be an illu- 
sion to believe that the new 
plan goes far enough to break 
the log-jam over agriculture in 
the Uruguay Round of multi- 
lateral trade negotiations. The 
reason lies not so much in the 
3U per cent level of cuts 
suggested by Brussels, 
although the US is due to pro- 
pose a higher figure. It is more 
due ta the continuing Euro- 
pean refusal to contemplate 
the specific policy changes 
demanded by the US. 

The plan, which goes before 
farm and trade ministers in 
Luxembourg this week, retains 
the controversial "rebalanc- 
ing" proposal whereby the 
Community would be entitled 
to compensate for cuts in 
domestic support with 
increased border protection for 
feed grain substitutes, such as 
oilseeds. It would allow Brus- 
sels to protect its farmers 
against commodity price vola- 
tility caused by exchange rate 
movements. And it still con- 
tains no firm commitment to 
curb export subsidies. 

Fierce resistance 

EC officials argue that the 
Bush Administration would 
face severe difficulty in per- 
suading Congress to accept 
cuts uf even 30 per cent US 
dairy farmers and sugar pro- 
ducers would fiercely resist 
such cuts. Reform would, how- 
ever. have a much better 
chance or success if these lob- 
bies could be neutralised by 
bringing on board the powerful 
grain and oilseed sectors. 

This is why what happens to 
rebalancing an d export subsi- 
dies is so important to the US. 
Its grain exporters badly want 
a celling on EC export subsi- 
dies which would help make 
competition in world markets 
fairer. Its soybean growers will 
never accept Increased EC pro- 
tection. which would lock them 
out of a lucrative export mar- 
ket. 


Concessions in these areas 
would help ensure that real 
discipline is applied to the 
Common Agriculture Policy in 
future. Cash limits on export 
subsidies would mean that sur- 
pluses would have to be either 
stored or destroyed, at tremen- 
dous cost. With no rebalancing, 
any attempt to hold up the 
internal price of grain would 
lead to large imports of feed- 
grain substitutes, adding fur- 
ther to European over-supply. 

Growing demands 

The Community should wel- 
come such discipline, given the 
existing strains in the CAP and 
growing calls on its budget for 
regional and structural aid. 
Agreement to curb export sub- 
sidies should also open the 
door to compensating, and 
desirable limits to US defi- 
ciency payments. 

Unfortunately, the strangle- 
hold exerted by Europe's taim 
lobbies over Mr Ray Mac- 
S harry. Farm Commissioner, 
means that it will be difficult 
to modify the proposal, unless 

business groups which have 
hitherto neglected the role of 
agriculture in the Round step 
In to Insist on more conces- 
sions. 

With so much at stake and 
so little time left the prospect 
of a continuing form impasse is 
nothing short of alarming. 

A larger gesture Is called for 
now, rather than at the last 
minute in December. What are 
often derided as concessions in 
trade talks are indeed, as the 
OECD declared last week, steps 
forward on the road to world 
prosperity. Yet the EC is still 
approaching farm reform in 
the absurd spirit of trying to 
limit reform to the minimum. 

The real problem in EC form- 
ing is a social one: the plight or 
smaller farmers whose incomes 
have fallen despite the best 
efforts of the CAP. Conremrat- 
ing Hgginhinpp QD them, instead 
of the small minority of effi- 
cient formers who receive the 
bulk of the aid, might render 
the whole exercise less costly. 
Even if this makes little eco- 
nomic sense, it would at last 
become clear what the issue 
was all about Europe’s voters 
could then decide whether they 
really wanted to preserve what 
is, in effect a medieval cottage 
industry. 



T he political reasons for the 
chancellor of the exchequer's 
decision to put sterling into 
the exchange rate mecha- 
nism of the European Monetary Sys- 
tem last Friday are transparent about 
two-thirds of UK housing is in owner- 
occupation, while just 20 per cent of 
the labour force is employed in manu- 
facturing and at most 40 pa* cent in 
sectors subject to some degree of 
international competition. Any policy 
that promises both lower interest 
rates and inflation, co mb i ned with a 
squeeze on jobs and profits In less 
than half of the economy, looks like 
the answer to a hard pressed govern- 
ment’s prayers. 

None the less, over the long haul - 
presuming, that is, that the British 
people will abide the long bani - the 
destination is the same as that of 
domestic monetarism. If the exchange 
rate is fixed, inflation must converge 
upon that In the anchor country. The 
Bundesbank's target infla tion rate for 
Germany is shout 2 per cent, which is 
a little below the country's average 
over the 1980s. It is passible that Ger- 
man nniWraHnn will raise this aver- 
age more than merely te m p o rarily. It 
would be unwise to assume it. 

The UK must now adopt the policy 
described by the French as "competi- 
tive disinflation”. Over the 1980s unit 


The UK authorities may 
feel forced or, worse, 
delighted, to lower short 
term interest rates 
towards those in the 
currencies to which 
sterling is now seen to 
be firmly linked 


labour costs in German manufactur- 
ing rose at l A per cent a year. In the 
UK productivity growth in manufac- 
turing seems to have been some 4 A 
per cent a year. If that high rate could 
be sustained (itself unlikely) then 
wage costs per hour in British manu- 
facturing must ultimately rise by not 
more than 6 per cent a year, if the 
exchange rate target is to be com- 
bined with steady growth. “Competi- 
tive disinflation" would demand wage 
inflation of 4-5 per cent a year, less 
than half of today's rate. 

When the countryman was asked 
how to get to Dublin, he replied that 
the traveller would have done better 
not to start Sum where he was. The 
UK, too, would have done better to 
start somewhere else. But it has no 
choice. The period (and the pain) of 
adjustment must now be as long (and 
as great) as is required to get from 
here to there, with “t here " defined as 
steady growth at the UK’s underlying 
rate of 2J>3 per cent a year, combined 
with wage Inflation running at, or 
below. 5 per cent a year. 

“There” can also be defined more 
broadly. One central difference 
between Germany and the UK is the 
way in which a liberalised UK finan- 
cial system has generated credit 
growth during the 1980s. Between 
1985 and July 1989 the respective 
increases in broad money - mainly 
cash and bank and building society 
deposits - in Germany and the UK 
were 37 per cent and 126 per cent, In 
spite of higher interest rates in the 
UK. Such differential growth in rela- 
tive money supplies would normally 


Martin Wolf considers the route the UK will 
take towards a more Germanic economy 

A long and painful 
haul lies ahead 


preclude fixed exchange rates. 

Many of the - iadndmg 

the propensity to borrow - are the 

result of the UK's long experience of 
inflation: to put as much as (or, not 
infrequently, more than) one can 
afford in one's house is mere pru- 
dence for the Briton, but it is profli- 
gacy to the German; in the UK pay 
bargaining is usually annual, while in 
Germany wage bargaining occurs less 
frequently; and in the UK almost all 
unit trusts invest in equities, while in 
Germany interest-paying instruments 
are for more popular. 

Most of these differences will dimin- 
ish, or even disappear, if ERM mem- 
bership succeeds. But some of them - 
notably the role of housing and pay 
bargaining - also make that success 
more difficult to achieve. The difficul- 
ties created by the marks of inflation 
upon the UK economy are both a part 
of the problem and the reason for 
choosing a link to the Bundesbank as 
the solution. 

It is no surprise, therefore, that the 
chancellor redefined the conditions 
for entry, to focus on prospective 
Inflation, once convinced of the need 
to make early ERM entry the basis of 
his economic policy. Past Inflation 
was certainly no justification, with 
headline inflation at 10.6 per cent. 
Inflation excluding bunging at 7.6 per 
cent and unit co6te In the economy 
rising at well over 8 per cent a year, 
even an a cyclically-adjusted basis. 

Past inflation was never relevant 
The Chancellor was right to ignore it 
He was also right to anticipate a 
sharp slowdown in the economy. All 
measures of monetary gro w t h have 
turned down. The personal savings 
rate has risen from a trough of 4J} per 
cent in the third quarter of 1988 back 
to 7.7 per cent in the second quarter 
of 1989, while the financial deficit of 
companies was more than £l8bn in 

the first half of 1990 alone. 

The economist’s lag is the politi- 
cian's nightmare. The chancellor has 
evidently decided that he was com- 
pelled to lower interest rates, with 
ERM entry as cover. While this move 
is unlikely to ward off a recession 
altogether, it may help to postpone 
the worst of it until after an election. 
It will also change its sectoral impact 
But that there will be either a reces- 
sion or a sustained period of slow 
growth seems unavoidable. Other- 
wise, the necessary disinflation will 
not occur. 

Calculations of the exchange rate 
that will equate the prices of traded 
goods and services between the two 
economies (the purchasing power par- 
ity exchange rate) generally give fig- 
ures of well over DM3 to the pound. 
But tiie real exchange rate is at least 
as much an internal price, probably 
best defined, for an economy like the 
UK’s, as the (efficiency-adjusted) cost 
of labour in relation to the prices of 
traded goods and services. The symp- 
toms of overvaluation would then be 
relatively low profitability in those 
industries that produce tradeable 
goods and services, combined with a 
large current account deficit even 
though labour is not fully employed. 

From the picture of the UK today, it 
looks as though the real exchange 
rate may already be overvalued In 
this sense. Whether it is or not, it 
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must now appreciate progressively 
within the ERM, unless wage bargain- 
ers experience a Damascene conver- 
sion. At present, the real appreciation 
would be about 4 per cent a year, this 
being the difference between tbe 
cyclically-adjusted rate of rise in unit 
costs in manufacturing in the domes- 
tic currencies of Germany and the 
UK. At this rate the gross profits of 
British manufacturing industry could 
be halved in about four years. One 
must hope that those employed in it 
realise that they face a doomsday 

machine. 

This squeeze is thw mechanical part 
of the adjustment What happens in 
the economy as a whole, however, 
depends on external ghnrfcs (like the 
price of oil) and expectations. The 
likelihood is that reactions by inves- 
tors, especially those engaged in short 


term trading in f o r ei gn exchang e and 
interest-bearing securities, will be dif- 
ferent from - and faster than - 
those of people engaged in business 
(including here trade unions) and 
households. 

At worst post-entry expectations 
might consist of little confidence in 
long term exchange rate stability, 
coupled with quite a high degree of 
confidence in short term stability. 
The UK authorities may then feel 
forced (or, worse, delighted) to lower 
short term interest rates towards 
those in the currencies to which ster- 
ling is now seen to be firmly linked. 
This would create two problems. 

The first is that interest rates are 
now not as high as they appear, when 
adjusted for taxes and inflation. After 
tax. a 40 per cent tax payer will 
receive a real return of not much 


above zero, given the underlying rise 
in the retail price index. If interest 
rates fall further, that real return 1 
might become negative. Yet at the ' 
moment, holdings of broad money are 
equal in value to more than 80 per 
cent of nominal gross domestic prod- 
net. up from only 60 per cent five 
years ago. There is a risk that this 
liquidity glacier will thaw in the 
warmth of lower interest rates and 
melt into a river of increased spend- - 
ing. 

The second danger is that of 
renewed borrowing: Personal finnw^ 
in the UK is dominated by borrowing 
against the security of owner-occu- .. 
pied housing at short term rates of £ 
interest Such borrowing, for new pur- 
chase and for equity withdrawal, has 
recently been constrained- by the bur- 
den imposed by mortgage rates of 
around 15 per cent Mortgage rates of, 
say, 11-12 per cent might prove quite 
another matter. 

With lower interest rates, parts of 
business will find their prospects 
transformed. Wage bargainers may 
find it easier to extort higher wages 
from companies which do not face 
any «<gnifi«int international competi- 
tion. Companies producing tradeable 
goods and services will be subject to 
competition in the labour market J 
from those domestically oriented busi- 
nesses that can afford higher wages 
and may feel obliged to yield to the 
pressure. 

The irresistible force of an unbal- 
anced expansion would then meet a 
(supposedly) immoveable object, fo 
the form of the fixed exchange rate. 
What might happen then? 

The rising recession in the open 
sectors of the economy would lead to 
progressively higher unemployment 
and, ultimately, lower wage inflation. 

In addition, tbe growth in demand 
would be reduced by a renewed 
increase in a current account; by 
reduced demand from those formerly 
employed In the open sectors of thejl 
economy; and. last but not least, by 
interest rate shocks. For the progress 
of demand expansion and external 
account deterioration would not be 
watched with insouciance. From time 
to time, investors would demand 
higher rates of interest to compensate 
for renewed risk of depredation. 

In short, a fixed exchange rate 
would, indeed, force the rate of infla- 
tion down. But the price could be a 
violent stop-go cycle. This “go- 
stop-go" approach to disinflation is a 
nightmare. No sensible government 
should tolerate it, however electorally 
convenient the initial “go” phase may 
seem. 

The solutions are, above all, tor 
resist excessive downward pressure 
on Interest rates and to withdraw the 
incentives for borrowing and lending, 
notably those affecting the housing 
market. The less desirable alterna- 
tives - to which the government may 
find itself ultimately reduced - 
would be to suppress the symptoms of 
divergent expectations, the path cho- 
sen by France, which used wage, 
exchange and credit controls during 
its transitional period or to consider 
offsetting action, most obviously in 
fiscal policy. 

There is the light of a more Ger- 
manic economy at the end of the tun- 
nel. But the passage will be long. In 
the five years from 1983 and 1987 the 
French economy grew on average at 
1.6 per cent a year, with rising unem- 
ployment throughout That is likely . 
to be the fate in store for the UK- If r 
the government were unwise enough 
to embrace rapid further reduction in 
rates of interest over the next few 
months, it might put another, near 
term light into the tunnel, that of an 
election victory. But, for the economy, 
this light would merely signal ulti- 
mate collision with the locomotive of 
a still more brutal “stop" than the one 
now being experienced. The govern- 
ment must be more responsible than 
to attempt short term exploitation of 
what should, instead, be a long term 
policy. 


Champagne 
at Bank 

■ Officials at the Bank of 
England and Treasury are 
justly proud at how they man- 
aged to keep news of Britain's 
entry into the EMS exchange 
rate mechanism a secret last 
Friday until the witching hour 
of four o'clock in the after- 
noon. 

At that precise moment the 
wonders of electronic news 
management swung Into play. 
Identical details were released 
simultaneously onto City 
screens via Reuters, AP-Dow 
Jones. Knight Bidder, and the 
Stock Exchange's Topic ser- 
vice. “To coincide with the 
chimes of Big Ben", an official 
explained later. 

But this highly-charged 
atmosphere had some strange 
effects in the Bank of England 

press office. As tbe news was 
being given by an old-fash- 
ioned telephone message to 
the Financial Tunes, a mighty 
bang was heard in the back- 
ground. 

It was a celebration bottle 
of champagne belonging to 
press officer Penelope Thain. 
which apparently had burst 
open entirely of its own accord. 

The need for strict secrecy 
on ERM entry has been occu- 
pying great minds at 10 Down- 
ing Street and the Treasury 
for months. At one point the 
authorities in Spain were con- 
sulted - in great secrecy, 
needless to say. 

How had Madrid managed 
to avoid leaks? “Simple” the 
British were fold, “Tbe prime 
minister and the finance minis- 
ter did not even tell anyone 
else in the cabinet when they 
joined last year." 


Dry run? 


m Everyone was caught by 
the two-headed projectile of 
base rate cut and ERM entry 
that John Major delivered with 
such impeccable political tim- 
ing last Friday. But it did not 
come wholly out of the bine. 

Although the markets rock- 


Observer 


eted at the Treasury news they 
did so with a distinct sense 
of going round a familiar 
course. For ERM rumours of 
weekend entry have beset Fri- 
day trading for months. Indeed 
many market participants and 
economists believe that Britain 
went through the motions of 
joining the ERM on Friday 
August 3L It could have been 
either a serious attempt - or 
a dry run for last Friday. 

Traders swear that the Bank 
of England was in the foreign 
exchange market on that Fri- 
day afternoon, driving the 
pound down from around DM3 
towards a desired entry level 
of DM2£5 - the very rate 
agreed by the EC’s monetary 
committee this weekend. The 
Bank managed to sell the 
pound down to DM2£650 on 
August 31. But there it stuck. 

As for tbe base rate cut, the 
markets also then had wind 
that ERM entry at that rate 
would mean a likely one per- 
centage point trim. 

But the Bank Of En gland 
was considering cutting Inter- 
est rates as long as four weeks 
ago, ERM entry or no ERM 
entry. Eddie George, the 
Bank’s deputy governor, 
invited two top City econo- 
mists to lunch last month. He 
left them guessing over the 
Bank's grilled salmon as to 
what pressing economic topic 
of the day he wanted to pick 
their brains about 

It was not until coffee that 
he asked the two - from 
Swiss- and US-owned banks 
- whether the Bank should 
spare industry the rod and cut 
Interest rates then and there. 
Both argued against it 

Bui sow only one of the two 
economists is still publicly 
arguing that ERM entry and 
the base rate cut has come at 
the wrong moment 


Brussels speak _ 

■ The fiercest battle in the 
crucial meeting of the EC mon- 



“TII always remember where 
I was when I heard about ERM 
entry”. 

etary committee at the week- 
end was not about sterling’s 
rates, or the future of Euro- 
pean monetary union - but 
over who should tell the press. 

Jacques Defers, the Euro- 
pean Commission president, 
wanted to mark sterling’s 
entry in some special way. His 
first idea was that Guido Carii, 
finance minister of Italy which 
currently holds the EC presi- 
dency, should summon his 11 
counterparts for a special 
meeting in Brussels. The vet- 
eran Carii was, however, in 
bed with flu. So Defers was 
advised to give his idea, and 
Car U, a rest. 

Defers' fell-back plan was 
that the communique should 
have a higher political impri- 
matur than just the senior 
bureaucrats who make up the 
monetary committee. So, not 
only was it issued in the name 
of “ministers and central bank 
governors" - but to give this 
claim greater plausibility with 
the disbelieving press the com- 
munique was to be delayed 
until 5pm (even though agree- 
ment had been readied about 
three hours earlier) so that 


it would look as though these 
great men had scrutinised 
every iota and fraction. 

Mario SarcineUi, the commit- 
tee's Italian chairman, was 
happy to go along with this 
ruse - which depended cru- 
cially on any nmwiii leaving 
earlier than 5 pm refusing com- 
ment to journalists. 

But Hans Tietmayer, the 
senior Bundesbank board 
member, refused to play ball 
Not a man who likes to appear 
devoid of authoritative details, 
Tietmayer said he bad to leave 
and that if Sarcinelll didn't 
speed up photcopying the com- 
munique, he, Tietmayer, would 
break the news. And so it 
proved. 


Thatcher hand 

■ Jacques Defers' comments 
on Britain's entry to the ERM 
Imperfectly hid Us anger, 
according to commission- 
watchers in Brussels. 

Delore was angry at two 
aspects of the British 
announce m e n t. The decision 
to express tbe central rate in 
terms of D-Marks could be seen 
as a snub for the Ecu - 
although most nRwak would 
not interpret it that way. And 
he did not like the decision 
to enter with the wider 6 per 
emit bands used by Spain 
rather than the narrower 
bands used by aD other ERM 
members. 

Underneath all that, how- 
ever, lies a more serious politi- 
cal worry for Defers. It is that 

Margaret Th atcher is now in 
a position to call an election 
in late spring or early summer 
next year. She would then 
have time to return to Britain’s 
European partners with a 
renewed mandate, and a 
greatly strengthened negotia- 
ting position for tbe final 
stages of the intergovernmen- 
tal conference on monetary 
union. 

The Bundesbank's worries 
about the tinting of European 
mon etary union make Ger- 
many an increasingly unrelia- 
ble ally. The last thing Defers 
needs is a stronger hand for 
the British prime minister. 
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BRITAIN AND THE EMS 


No quick-fix solution 

problems 
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Nigel Lawson explains 
why the ERM decision 
is so important 
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T he objectives of eco- 
nomic policyare easily 
statedrto s u ppress Infla- 
tion and to ' create condi- 
tions for a sustained improve- 
ment . ■ in - economic 
performance, which in turn 
■ will permit the maximum prac- 
A ticabte improvement in the liv- 
ing standards of the people. 

The problem for any govern- 
ment, and in particular for the 
nhancpJlnr of the exchequer, is 
how best to achieve these two 
objectives- When I first became 
chancellor in 1988 I reviewed 
the potUdes then in place, and 
the range of instruments at my 
disposal, and concluded that 1 
should set myself three key 
targets: a balanced budget, tax 
reform, and the entry of ster- 
ling into the Ex change Rate 
Mechanism of the European 
Monetary System. Over the 
.Jyears, the first two of these 
Wtoere achieved, hot the third 
consistently eluded me. Need- 
less to say, this was not for 
.want of trying, but I was 
unable to overcome the 
deep -seated opposition of the 

p i I t i l ft i n 

Now that, at long last, ERM 
entry has been secured, the 
government has a coherent 
economic strategy which 
should make it posab le tn due 
course , to attain on a lasting 
basis the twin objectives I 
listed at the beginning. 

No doubt the timing of ERM 
entry could, have been better. It 
.^would undoubted]; have been 
^better, for example, had we 
entered when I matte my most 
determined' effort to do so, 
towards the end of 1985, when 
UK inflation stood at the new 
European Co mmunity average 
of a httle over . 5 per cent and 
was coming down still farther, 
and when the pound stood at 
some DM3.75. Had we done so, - 
the subsequent sharp fall in 
sterling in 1986 would not have 
. occurred; and we would have 
avoided the levels of inflation 
we have today. 

' But what m atters fs that the 
historic decision has now at 
last been taken. 

Why Is it so important; and 
in practice so necessary? r 
It is, I. -think, nowadays 
li widely recognised that thesnp- 
" pression of inflation requires 
firm monetary discipline. In 
theory, -that discipline can be 
either internally . based, 
through, control of the domes- 
tic monetary aggregates, or 
externally, through control of 
the exchange rate.TBstaricaJQy. 
we have tended to follow the 
external route, whether via the 
gold standard (notably hr the 
period up to the first world 
war) or via the dollar standard, 
during theperiod following the 
second world war. 

Today, when fimnwfiil dere- 
gulation (which is particularly 
advanced in the UK) and the 
globalisation of financial mar- 
kets have made the domestic 
monetary aggregates an espe- 
cially unreliable guide, an - 
jfcexternal discipline, should 

A t last, good news from 
/\ London for all Conmra- 
Z .1, nUy members: the con- 
tinent isno longer isolated! 
The ; Rrftteh fflvBmmcnfg deei- 
sion to participate ln the 

Exchange Bate . Mechanism 
(ERM) of the E u ropean Mone- 
tmy Systran Is to: be warmly 
vn&aaued, ; 

Without any donbtsterfiagf 
participation in tirs'ERHf wlD 
be beneficial both .for Britain 
and the Community as a 
wi whole. Whflelcanhardly sup- 
7 mass the observation that the 
decision should have come 
.• ~ nnw^i' 'j pyy M wr again both. in 

the UK's Interest and that of 
the Community — the timing 
-M finr shrewdly chosen in 
- manyrespeets. Sterling should 
sedt forsuch ah anchor paxtie- 
- marly at times qt uncertainty. 
And -who, would doubt that the 

present period deserves that 
description? 

The envisaged entry - rate of 
sterling of abqnt DM2.95 1 
. - seems equally well chosen, ; 
alnny with, the appUcstioii for 
temporary nse if , the wider 6 
per cent band wh ich , should. 
Indeed, be applied for a rather 
■ short paled only. TWs junge 
I will allow far snfiMeh flnetu- 
ations of the sterling rate in 
Hue with market develop 
meats. At' the same a 
realignment some time In the 
futoie- cannot and should not. 
be if buko ftindfttnfiii- 

tal changes were to occur 
before the rates are irrevoca- 
bly fHrart 

The government. tout smde it 
very clear -what -if hopes to 
achieve by bringing sterling 
Into the ESM at this particular 
moment: a scaling down of 
Infla tion and Interest rates. 
And it has accompanied its 
Minna mggnigttt wiflr.a denMni“ 
strativa signal. Thus, Friday's 
>$ important step -wm admittedly 
motivated nuwtly by domestic 
objectives; but frnEso serves 
the European purpose by 



Brtfish entry Into the ERM eluded Nigel Lawson as chancellor 


there be one readily available, 
is clearly preferable. And of 
course since 1379 there has 
been one readily available, in 
the shape of the Exchange 
Rate Mechanism of the BUS, 
which itself is essentially 
based on the Deutschmark. 

Moreover there are two fur- 
ther practical advantages in an 
external, exchange-rate based 
monetary discipline. The first 
is that St is much mare readily 
py pjteahte to the gongnfl public 
- not something to be sneezed 
at in a democracy. And the sec- 
ond, which is to some extent 
linked with the first, is that it 
promises much greater credi- 
bility. 

Most important, the need for 
employers to bear down on 
their labour costs in general 
and pay rates In particular, 
because they know they will 
not be hailed out by a sterling 
devaluation, has more credibil- 
ity and thus more force than a 
wanting expressed in terms of 
a non ^iommmodating damesHt* 
monetary policy. 

Of course, the credibility of 
this particular exchange rate 
objective depends on the credi- 
bility of the EMS as a system 
and of the Deutschmark as a 
non-inflation ary currency. 
Thanks to their track record in 
recent -years, the market credi- 
bUity of both is reassuringly 
high. This is particularly true 
of the Deutschmark, where 
credibility is reinforced by, 
inter aha 3 the fact that German 
monetary policy is the respon- 
sibility of a statutory indepen- 
dent central hank, charjjed by 
law with the task of maintafn- 
ing monetary stability. There 
Is, incidentally, a lesson for us 
in this, too; but that is a mat- 
ter for another day. 

If, per impossible, the Bund- 
esbank were to succumb to a 
fit of madness, and become 
co nve rted to thA cause of infla- 
tion, then, even within the 
ERM, we would be free to 
realign sterling in an upward 
direction toprotect ns from the 
infection. This effectively dis- 
poses of the "loss of sover- 
eignty” myth: we have pegged 
sterling to the Deutschmark 


simply because it suits us to do 
so and will continue to provide 
the necessary anti-inflationary 
discipline for the foreseeable 
future. 

A more serious objection 
raised by the sceptics is that, 
once in the Systran, funds will 
flow into high-quality curren- 
cies inrt> s terling , forcing us to 
Iowa: interest rates more than 
is compatible with the needs of 
domestic monetary policy in 
order to keep the pound wi thin 
the ERM range. There is 
indeed likely to be an immedi- 
ate period of turbulence, which 
is why the government was 
quite right to enter initially 
with the wider, Spanish -style 
margins, as I suggested in my 
brief intervention in tills year’s 
budget debate - although I 
would hope that within, say, 
six months , we would move to 
the narrower margins. (For 
practical technical reasons it 
would, I believe be batter if 
the narrower marg ins were 
plus or minus 3 per cent, 
rather than the existing plus or 
minus 2% per cent, but that is 
very much a order mat- 

ter.) 

But the important point is 
that the sort of conflict that 
the sceptics fear is likely to be 
both infrequent and 
short-lived. This is certainly - 
the practical experience of the 
EMS during the U years it has 
been in existence: when infla- 
tion rates among fhp member 
nations varied widely, so too 
did interest rates. And there 
are good reasons why that 
should be so. For the alleged 
conflict exists only if the mar-, 
ket gets it wrong. That is to 
say, the market is unaware of 
the inflationary pressures that 
oblige a particular country to 
have high nominal interest 
rates at any particular time. 
For if the market were aware, 
then it would fear that an 
excessive reduction in interest 
rates would make the parity 
impossible to maintain, and 
this would affect any tendency 
to favour the currency on yield 
grounds. Of course, the market 
can be, and occasionally is, 
wrong; but this is, as I have 


The view from Germany 

An important 
step in the 
right direction 


By Wllfried Goth 


stren gthening the ooharinn of 
the . Community. As to the 
chances of success for the pol- 
icy objectives it is obvious that 
entoy into the ERM is by itself 
no guarantee whatsoever; 
there is no quasi-automatic 
anti-inflation mechanism 
involved in the system and the 
chancellor has repeatedly 
declared that he Is fully aware 
of this. As in all other coun- 
tries, success, or failure in the 
fi ght against inflation depends 
entirely on the government's 
courage and perseverance to 
pursue appropriate policies. 

■ Apparamy, the British gov- 
ernment is determined to con- 
tinue firmly on Its stabilisa- 
tion course. Undoubtedly, 
memb ership in the EBM can 
be of significant help as the 
experience of other member 
countries, France in particu- 
lar, has shown. By the govern- 
ment’s observance of the 
“rales of the game” of such a 
proven stability-oriented bloc, 
national fiscal and monetary 
pnMw — as well as those of 
employers and trade iraHons — 
are riven a set of parameters. 
In the UK's present circum- 
stances, the expectations of 
market participants - given a 
better, -recognition of policy 
targets - can now, broadly 
speaking, be expected to move 
in the right direction. That in 
itself will provide an impor- 


tant element of stability. 

What are the advantages for 
the Community? In the field of 
exchange rates, Britain’s entry 
into the RUM will hring to an 
end an Important inconsis- 
tency. Up to now sterling has 
beat a fggnlflremt number of 
the “Ecu currency basket”, 
and has influenced its fluctua- 
tions - but has not been 
anchored in the system of 
exchange rate stability. There- 
fore, a more stable develop- 
ment of the private “basket 
Ecu’* can be expected which 
will be welcomed by all mar- 
ket participants. Yet, more 
Important still, is the psycho- 
logical effect of Britain’s 
entry. It will tn due course sig- 
nificantly broaden and 
strengthen the bloc of stability 
which Europe represents in 
the international monetary 
order. Having said all this, 
however, it must be stressed 
that the zeal test of Britain’s 
“Europe-mindedness” is still to 
come. And it will come very 
soon, with the start of the two 
i n tergove rnme n tal conferences 
in December. 

The European Monetary Sys- 
tran and the ERM, important 
as they are and useful as they 
have proven, can only he con- 
sidered “half-way stations" on 
the road to fall Economic and 
Monetary Union (Emu), the 
declared aim of all Community 


said, in practice infrequent and 
short-lived, and snould he 
countered by (stabilising) 
intervention. 

What would be wholly 
wrong is the suggestion in 
some quarters that an impru- 
dent nriuction in interest rates 
should be concealed, but offset 
by tightening — iij gho r 
levels of taxation, it would be 
both highly dangerous, and 
largely ineffective, to try and 
use fiscal policy In this way. 

There are some who hope, 
and others who fear, that foil 
membership of the EMS is a 
step towards complete Eco- 
nomic and Monetary Union; 
that is to say, to a single Euro- 
pean currency. This Is clearly 
mistaken. Not only has the 
EMS (which is an agreement 
between the monetary authori- 
ties of the member states 
wholly outside the framework 
of the Rome treaty) existed 
successfully for 11 years with- 
out any move towrds Emu, hut 
the strongest advocates of 
Emu, such as Jacques Defers, 
explicitly argue that it is neces- 
sary partly because the EMS 
cannot survive the single mar- 
ket with its complete absence 
of exchange controls, and 
partly because the EMS is a 
purely economic arrangement 
which will not bring about the 
complete political union that is 
implicit in a single currency. 

The first of these proposi- 
tions is, I believe, clearly mis- 
taken; the second assumes a 
desire for complete political 
union which at present simply 
does not exist, and indeed may 
well never exist The only prac- 
tical connection between full 
membership of the EMS and 
Emu is that, as a country, our 
participation in the former will 
at last enable Britain’s voice to 
cany the authority it should in 
fhft important cUscuisioiis that 
lie ahead about the latter, not 
least at the forthcoming inter- 
governmental conference in 
December. 

There are other incidental 
advantages which ERM mem- 
bership will bring. The greater 
exchange rate stability vis-a- 
vis our most important export 
market (and our principal com- 
petitors in third markets) will 
be of benefit to British indus- 
try. Politically, too, by depriv- 
ing the Labour party of its only 
serious economic policy plank 
in its platform, it cannot fail to 
support the Conservative 
party’s prospects in the next 
general election, whenever 
that may be. 

What it will not do, however, 
is provide a quick-fix solution 
to the current difficulties of 
the British economy. Least of 
all does it open the way to an 
opportunist '‘golden scenario" 
in which interest rates come 
down rapidly leading to an 
early election in a burst of 
ephemeral euphoria. The bene- 
fits of ERM membership are 
real, but only If accompanied 
by economic stability; and so 
for from providing Instant grat- 
ification - though the immedi- 
ate market reaction was cer- 
tainly encouraging — they will 
build up gradually over the 
years. 

I warmly congratulate my 
successor on his signal 
achievement If my own resig- 
nation last year indirectly 
made It less difficult for him, 
then so much the better. 


members. 

Regrettably, the British gov- 
ernment has not yet found it 
possible to commit itself folly 
to fids final ri m- Although the 
submission of an alternative 
proposal to the Defers concept 
by Mr John Major was highly 
to be welcomed as an indica- 
tion of Britain’s interest and 
willingness to participate in 
the shaping of the future 
structure of the Community, it 
foiled to endorse the concept 
of a European Central Bank 
and a single currency. 

Leaving aside the question 
of desirability of a full Earn, H 
Is fair to say that only with 
such a final structure will the 
frill benefits of the free market 
for goods, services and capital 
be reaped for both Individuals 
and enterprises. Or to phrase 
it in more political and global 
terms, that the proper weight 
of the Community can he 
established. It definitely seems 
worthwhile to sacrifice a cer- 
tain amount of national sover- 
eignty, limited anyway today 
in the monetary Add, in order 
to achieve and share in a 
higher degree of European sov- 
ereignty. 

Particularly from a German 
point of view it Is of para- 
mount importance that 
Britain, with its firmly rooted 
liberal and free market philos- 
ophy and mentality, takes an 
active part In this process. Let 
ns hope that the entry into the 
ERM win eventually prove a 
turning point in Britain’s atti- 
tude towards economic, mone- 
tary and political union. I am 
inclined to add tint Germany 
is firmly committed to this 
aim, which should he lp to mit- 
igate concerns of some of our 
partners with respect to the 
increasing economic weight of 
the unified Germany. 

Wilfried Guth is former chief 
executive of Deutsche Bank and 
now a member of its supervi- 
sory board. 


A s an economic remedy 
ERM entry is long term. 
Any apparent quick fix 
such as a big fell in interest 
rates or a drop to below 5 per 
cent in the distorted headline 
inflation figure next year 
should be distrusted and will 
be self-reversing. The benefi- 
cial effects on wage bargaining 
and inflation expectations will 
only come as the effects of a 
firm exchange rate build up 
over the years and the govern- 
ment is seen to stick to it - 
assuming it does. 

Goldman Sachs estimates 
that ERM entry will reduce 
underlying inflation from 
nearly 3 per cent now to 4 per 
cent in 1995. at the cost of four 
years of slow growth and 
unemployment rising by half a 
million. These are basically the 
costs of reducing inflation by 
other than cosmetics. 

The particular es timate are 
based on the output losses 
attributed to France which 
used the ERM link with the 
D-Mark to subdue infla tion in 
the 1980s. But British manage- 
ment and workers have one 
advantage the French did not 
have: the ability to learn from 
French experience of a policy 
of non-accommodation of infla- 
tionary pay settlements. But 
the lesson will not be learned 
by announcements alone; 
there there will be a period of 
slow growth and lay-offs, even 
after the immediate recession 
ends. For interest rate eupho- 
ria will fade and pressures on 
profit margins from a strong 
pound will develop even in the 
recovery phase. 

What is immediate is what 
the textbooks call a regime 
change or shift in the rules of 
the game. In the heyday of 
floating rates governments 
thought they were free to 
determine monetary policy 
according to the needs of the 
domestic economy - which 
ultimately led to doubledigit 
inflation. Later on they tried to 
use monetary targets. More 
recently they reverted to 
"looking at everything”. 

From today the main guide 
will be the exchange rate. 
When there is downward pres- 
sure on sterling interest rates 
will rise. When there is upward 
pressure they will fell. 

Does that mean that some 
other weapon will be needed to 

fi ght - inflation or sl um p as the 

devotees of fiscal policy or 
credit controls fondly hope? I 
am afraid not The main coun- 
terinflationary weapon will 
now be sterling’s link to the 
non-inflationary Mark, which 
Is the anchor of the ESM. 

If credibility is eventually 
won for this commitment, 
costs and prices in the interna- 
tionally exposed half of the 
economy will not be able to 
rise fester than they do in Ger- 
many. In the sheltered domes- 
tic half, they can for some time 
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The new rules 
of the game 
for sterling 

By Samnel Brittan 


3-month Interest rates 


16% 


13% 




rise more - but there is some 
limit to how far wages can 
diverge in different sectors in a 
single economy. The diver- 
gences will be smaller if EMS 
entry induces governments to 
reform tax subsidies for home 
owners and “Nimby’' planning 
controls on new building. 

The need to maintain credi- 
bility and confidence makes a 
UK budgetary debacle of the 
kind that has caused President 
Bush to shut the White House 
unthinkable. Instead, there 
will be pressure to maintain a 
near-budget balance over an 
economic cycle. This will be a 
difficult e noug h goal to main- 
tain in the face of spending 
pressures without attempting 
fiscal fine-tuning as welL 

As for credit controls: in 
view of the freedom of capital 
movements enshrined In the 
single market they would be a 
cheap political gesture from 
which the main beneficiaries 
would be the overseas competi- 
tors of British financial institu- 
tions. The one change worth 
attempting is in b ankin g proce- 
dures to stop ordinary personal 
non-housing borrowers from 
borrowing an mortgage terms 
(“equity withdrawal") there- 
fore more cheaply than some 
large industrial companies. 

Fixed exchange rates with 
realignments as a very last 
resort will remind people of the 
Bretton Woods system which 
collapse in 1971-73. But there 


are differences. The permitted 
margins are wider - 2‘/« per 
cent for founder ERM members 
and 6 per cent for second-tier 
newcomers like Spain and 
Britain. Moreover, in contrast 
to Bretton Woods, there is a 
Very Sho rt-Ter m Financing 
Facility (VSTFF) under which 
central banks under pressure 
can count on unlimited inter- 
vention to support their cur- 
rencies from their partners. 
Moreover, the ERM is part at a 
broader European movement 
in which much political capital 
has been invested and which 
has the goal of monetary union 
and a single currency. 

But the most important dif- 
ference is in ideas. Bretton 
Woods was widely regarded as 
a constraint on growth and 
employment. Today very few 
governments (except the Amer- 
ican) believe they can perma- 
nently buy more output and 
jobs by sustained currency 
depreciation. 

Another key distinction is 
that the currency anchor is the 
low-inflation Mark rather than 
a dollar, which was suffering 
from the inflationary financing 
of the Vietnam War, Despite 
German unification, the com- 
mitment of the Bundesbank to 
price stability and its popular- 
ity and political support are 
light years removed from the 
position of the Fed in the 1970s. 
If I am wrong and hard money 
virtue deserts Germany, then 


Britain will have to aim at a 
series of upward realignments 
against the Mark - which will 
happen when pigs learn to fiy. 

For a time it may look as if 
sterling pigs have performed 
just this feat. Although the 
main medium-term test of Brit- 
ish entiy will be the avoidance 
of downward realignment, the 
immediate problem Is the oppo- 
site one of upward pressure on 
sterling. There is the famous 
‘‘wall of money" expected to 
descend on London seeking an 
interest rate 5% per cent 
higher than Germany’s. 

This problem has sometimes 
been called tee peseta problem. 
This is because the peseta has 
been near the top of its range 
against the DM, as funds have 
come Into Spain to take advan- 
tage of higher interest rates. 

The answer, In the case of 
both the peseta and sterling, 
must lie in a mixture of inter- 
vention and allowing the 
exchange rate to move towards 
its effective upper limit, likely 
to be about DM3.I3. For the 
nearer the pound gets to its 
upper limit, the greater the 
risk of a later fell with which 
the speculator has to reckon. 

Mr John Major has spoken of 
an upward realignment (the 
pig flying) as preferable to an 
excessive cut in interest rates. 
He needs to be careful here, as 
too great a flexibility in the 
ceiling will cast doubt on Us 
determination to maintain the 
floor. It would be better to 
rebuild reserves, which were 
drawn down while sterling was 
under pressure. 

More use should also be 
made In the ERM of small and 
occasional parity changes sub- 
ject to the technical rule that 
the maximum change In the 
central parity should be less 
than the permitted band of 
fluctuation. (The rule is 
required to prevent speculators 
having a one-way option.) Even 
in Brussels, they must know 
the meaning of reculer pour 
mieux sauter; and a more 
active use or the bands would 
be quite consistent with the 
aim of the earliest possible full 
Emu - so long as countries 
with 6 per cent bands adopt the 
normal 21 i per cent ones as 
soon as possible. 

Although the government 
will resist further large inter- 
est rate cuts almost too strenu- 
ously in the weeks ahead, 
there will be a temptation to 
reduce them too fer in 1991 as 
the election approaches. 

This indeed will be the test 
of the government’s serious- 
ness. If it reduces Interest rates 
as little as necessary to stay 
within its ERM margins, it will 
be serious about using the 
ERM to fight inflation. If it 
reduces them as much as possi- 
ble, even if gradually, the cyni- 
cal political commentators who 
write about golden scenarios 
will be vindicated. 


David Lascelles on the longer-term implications for the City 

Spot of light amid gloom 


B ritain's entry into the 
ERM could harcQy have 
come at a better time for 
the hard-pressed City of Lon- 
don - as its euphoric reaction 
on Friday night showed. 

The latest CBI survey of the 
UK financial services Industry, 
published today but conducted 
before the ERM announce- 
ment, found almost unremit- 
ting gloom. Banks, building 
societies, stockbrokers, fund 
managers, insurers - all were 
being squeezed by high inter- 
est rates and stagnant mar- 
kets. Many firms faced cuts in 
capital spending and jobs. 

Entry into the ERM changes 
the picture drastically, at least 
in the short term, by promising 
to bring down interest rates 
and buoy up the stock market 
This could reverse the rising 
tide of bankruptcies which 
threatens to swamp the banks 
with loan losses, and breathe 
new life into the securities 
business, though people were 
warning over the week-end 
against excessive optimism. 

Mr Aogus Bislop of Coopers 
& Ly brand Deloitte who helped 
prepare the CBI survey, said 
the ERM decision would only 
boost financial businesses 
which were driven by senti- 
ment, like stockbroking and 
fund management “The funda- 
mentals haven’t changed and 
won't change very much,” he 
said. Other sectors such as 
banks and building societies 
might not get quick relief. 

Nonetheless, there is little 
doubt that the UK’s entry into 
the ERM is of profound signifi- 
cance In the longer term for 
the City and for its role as a 
fi nancial centre in Europe - a 
role which had begun to come 
under question while the UK 
remained standoffish on the 
ERM. Mr Michael Heseltine, 
the MP and former cabinet 
minister, had adopted the 
theme of the City withering on 
the sidelines of Europe. 

Although the City enjoys an 
enormous lead in Europe (it 
has 50 per cent more foreign 
hanks than either Frankfort or 
Paris, and has larger and more 
varied financial markets), the 
fear was that the growing inte- 
gration of the mainland, and 
the contrast between monetary 
stability there and uncertainty 
in the UK wonld gradually 
cause those markets to shift 
across the Channel 
"This is fundamentally very 
beneficial indeed, though the 
high entry rate will be tough 
for industries feeing interna- 
tional competition ” said Sir 
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Martin Jacomb, thA ch a i rman 
of Barclays de Zoete Wedd, the 
investment banking arm of 
Barclays Bank. His mam con- 
cern had been that the integra- 
tion of the Schengen Five (Bel- 
gium, Netherlands, 
Luxembourg, France and Ger- 
many) would create a core to 
the EC from which London 
wonld be excluded. "The 
chances of their financial cen- 
tre lying for ever elsewhere 
was very remote," he said. 

This also means that London 
should preserve its role as the 
main foreign exchange market 


ing liquidity and ease of execu- 
tion. But London’s ability at 
least to hold on to what it has 
got has been strengthened by 
this weekend’s developments. 

Mr Stephen Lewis, an econo- 
mist who specialises in Lon- 
don's role, believes It will hap- 
pen. "I expect to see a pick-up 
in foreigners doing business in 
their domestic securities in 
London," he says. “With Lon- 
don part of the European 
financdfli system, you have an 
underlying political reason to 
doit” 

Since the City is not in the 


There is little doobt that the UK’s entry 
into the ERM is of profound significance 
in the longer term for the City and for 
its role as a financial centre in Europe 


for the EC, though in the long 
run the process of monetary 
integration in Europe and the 
move towards a single cur- 
rency could make a large part 
of those markets redundant. 
Given the profits that hanks 
make from trading foreign 
exchange and selling currency 
' — services, this could be 




a significant loss, ironically. 

A related long-term question 
is whether London can evolve 
into the central stock market 
for EC securities. It already 
has a sizeable slice of dealings 
in non-UK securities because it 
is often cheaper and easier to 
deal in big international blue 
chips there than in Frankfurt 
or Paris. 

The answer depends to some 
extent on how feist other stock 
exchanges progress in develop- 


bu sin ess of exporting goods 
itself, it will not suffer directly 
in the same way as manufac- 
turing industry from the 

greater strength which sterling 
is now expected to show. But a 
strong pound will make the 
City an even more expensive 
place for foreign institutions to 
operate in, and that could work 
to its disadvantage. London is 
currently the most expensive 
financial centre in Europe. 

Against that, however, the 
greater stability of sterling 
should stimulate more activity 
on the sterling markets, partic- 
ularly the long-suffering 
gilt-edged market where trad- 
ing has been only a trickle. 

More generally, a more sta- 
ble currency will also be help- 
ful in stabilising the capital 
base of UK banks which oper- 


ate internationally. In the past, 
currency fluctuations have 
made it very difficult for banks 
to keep their sterling capital in 
the right proportion to assets 
denominated in foreign curren- 
cies. Three years ago, this 
forced some smaller banks to 
denominate their capital in dol- 
lars or several different curren- 
cies. FOr similar reasons, the 
balance sheet and earnings of 
large insurance companies 
should also benefit. 

It is easy, however, to exag- 
gerate the likely Impact of 
ERM on the City. Despite the 
worries that were developing 
over the last year or two, fi 
was not clear that London was 
really losing out to continental 
centres. The numbers of for- 
eign banks and securities 
houses continued to rise, and 
markets expanded, even as the 
UK's economic plight wors- 
ened. The feet that Germany 
enjoyed a strong economy and 
stable currency was not produ- 
cing any conspicuous rise in 
Frankfurt’s position. 

In a study last year, the 
Bank of England noted that 
quite separate factors, like a 
benign regulatory environ- 
ment, a spirit of innovation 
and the gravitational pull of 
large numbers of people and 
institutions were, if anything, 
more impor tant, it concluded 
back then that while there was 
no cause for complacency, Lon- 
don was "well-placed to meet 
the challenge". 

This implies that while Lon- 
don may now be more closely 
plugged in to what is happen- 
ing on the continent, it will 
also have to preserve its spe- 
cial characteristics from influ- 
ences in the opposite direction. 
Will it now be easier for Ger- 
many to Impose what many 
consider to be its stifling regu- 
latory regime on London? 
What of the growing power iff 
Brussels over the flnawHai 
markets as 1992 approaches? 
Will the universal hanking tra- 
ditions of the continent, which 
are at odds with the more spe- 
cialist style of the City, come 
to prevail? 

"There is a danger tin** Ger- 
many will become so powerful 
that it will set the rules," says 
Mr Lewis. 

What does seem certain is 
that the absence of London for 
many more years from full EC 
participation would have grad- 
ually eroded many of its 
advantages. That prospect has 
now been removed, and it i$ pp 
to London to make the most of 
the new possibilities. 
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Congress and the zoo mentality 


By Peter Riddell, US Editor, in Washington 

A CRYING six-year-old from ^ 

Kansas outside a closed White '*>*- 
House was the first public, and 
widely televised, sign that the 
US government had shut down. 

The anger of his parents - 

and of thousands of tourists 

unable to visit the highly popu- 
lar Air and Space Museum or 
the 12 other Smithsonian 
museums in Washington - was 
as nothing to the anger inside 
the White House. The normally 
serene formality of a cabinet 
meeting was marked by what 
one participant described as 
the liveliest and most ani- 
mated discussion of the Bush 
presidency. 

. Formally, the US govern- 
ment ceased to function at 
midnight on Friday night when 
a continuing resolution provid- 
ing temporary funding expired. 

A further resolution extending 
funding until the end of this 
week was approved by both the JaDanese 
Senate and the House of Repre- Japanese 
scuta lives late on Friday, but traffic con troll t 
was vetoed on Saturday morn- Curiously, vett 
ing by President Bush to keep and air trafl 
up pressure on Congress to would be affect 
approve a budget ing resolution i 

An attempt by the House to across- the-boan 
override the veto - by 260 votes known as seq 
to 138 -fell six votes short of applied under t 
the two-thirds majority needed, man deficit red 
Many tourists, with nothing As it is, wi 
else to do, watched from the non-essential 1 
House gallery and cheered national secui 
when one congressman said property, have 
they should not be kept out of Over the wee 
the museums. affected man; 

So, for the fourth time in less museums, Ft 
than a decade, the US does not (where Lin cob 
have a legally finan ced govern- nated), the Stat 
ment This is a patchy shut- New York and 
down. Essential services such like Yellowston 
as the armed forces, the secret Fortuitously 
service, doctors and nurses at negotiators, tod 
veterans' hospitals, and air holiday and mi 
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Japanese visitors find the Smithsonian National Air and Space Museum in Washington is dosed 


traffic controllers, are exempt 
Curiously, veterans' hospitals 
and air traffic controllers 
would be affected if a continu- 
ing resolution is approved and 
across-the-board spending cuts 
known as sequestration are 
applied under the Gramm-Rud- 
man deficit reduction law. 

As it is, workers deemed 
non-essential to protect life, 
national security or federal 
property, have been laid off. 
Over the weekend this has 
affected many Washington 
museums, Ford’s Theatre 
(where Lincoln was assassi- 
nated), the Statue of Liberty in 
New York and National Parks 
like Yellowstone and Yosemite. 

Fortuitously for the budget 
negotiators, today is a federal 
holiday and most government 


workers are not due to return 
to their offices until tomorrow 
By then all sides hope that 
both an overall budget resolu- 
tion and temporary funding of 
the government will have been 
approved. 

u there is still a stalemate, 
government workers will be 
sent home, the social security 
administration will stop pro- 
cessing application for benefits 
and clean-up of hazardous 
waste sites will be interrupted. 

In the past- in 1981, 1984 and 
1986 -such shutdowns have all 
lasted a day or less before the 
budgetary stalemate has been 
resolved and the workers have 
received back pay and related 
expenses. 

A further complication this 
time is that the US Treasury 


has no authority to borrow. 
Unless Congress raises the 
debt ceiling by Thursday the 
US will default on $17.5 bn in 
Treasury notes falling due for 
repayment 

For most people on a hot - 
87F (31C) - weekend it was 
more a matter of annoyance 
than suffering, together with a 
heavy dose of contempt for the 
political leaders of the US for 
having so bungled the affairs 
of government 

When told that the indoor 
animal houses of the National 
Zoo were closed and thousands 
of people were queuing to get 
into the Capitol to see Con- 
gress, Senator Robert Dole, the 
Republican minority leader, 
commented: "That’s because 
we're the only zoo in town." 


Moscow ready to step up Gulf initiative 


By John Wyies in Venice and Lamls Andonl in Amman 


EUROPEAN Community 
governments appear to be com- 
ing round to the view that 
President Saddam Hussein of 
Iraq may well survive in power 
even if he succumbs to interna- 
tional pressure and withdraws 
from Kuwait. 

There were also suggestions 
at the weekend that the Soviet 
Union was preparing to step up 
its diplomatic involvement in 
resolving the crisis. 

Officials and diplomats in 
Jordan speculated yesterday 
that during the visit to Bagh- 
dad and Amman of Mr Yev- 
geny Primakov, the Soviet spe- 
cial envoy, Mr Saddam may 
have been offered the basis for 
a “withdrawal without fear" 
from Kuwait 

EC foreign ministers meet- 
ing for informal talks near 
Venice at the weekend devoted 
some time to considering the 
possibility of the Iraqi leader 


continuing in power and the 
measures needed to prevent 
him from remaining a perma- 
nent threat to stability in the 
Middle East 

The Soviet Ambassador in 
Amman, Mr Yuri Griadounav 
said yesterday that the Soviet 
Union was insisting on an Iraqi 
withdrawal from Kuwait as a 
prerequisite for any solution. 
But he added: “It is important 
to provide the conditions 
which would allow Iraq to 
withdraw from Kuwait peace- 
fully." 

Jordanian and PLO officials, 
who met the Soviet envoy on 
his way to Iraq, said Mr Prima- 
kov emphasised the linkage 
between the Gulf crisis and a 
comprehensive settlement of 
all the conflicts in the region. 

Following two days of talks. 
Mr Primakov said that he was 
more hopeful of a peaceful set- 
tlement to the Gulf crisis. He 


did not elaborate but Soviet 
diplomats in Amman said that 
Moscow would be ready to pro- 
ceed in its endeavours if there 
was the slightest sign of Iraqi 
cooperation. 

Mr Primakov has also report- 
edly implied that Moscow was 
keen to maintain a strong Iraq. 
PLO and Jordanian officials 
said that such an assertion 
could help assure President 
Saddam that an Iraqi with- 
drawal from Kuwait would not 
necessarily result in the 
destruction of Iraqi military 
power or the regime itself. 

Mr Douglas Hurd, the British 
foreign secretary, said after the 
EC foreign ministers’ talks 
that they were addressing the 
possibility that Mr Saddam 
would continue to rule Iraq if 
he complied with the UN reso- 
lutions on withdrawal from 
Kuwait. 

“He would be quite substan- 


tially weakened after two 
faile d military actions against 
Moslem states,” said Mr Hurd 
who thought, nevertheless, 
that the other countries in the 
region would want “to take 
some steps” to contain him. 

At their meeting in Italy yes- 
terday, the EC ministers are 
understood to have discussed 
the need for continuing arms 
embargoes and other measures 
to neutralise the Iraqi dictator. 

The ministers agreed that it 
was too soon to consider a new 
UN resolution which would 
clearly threaten the use of 
force against Iraq. 

Mr Hurd repeated the British 
view that sufficient cover was 
given by Article 51 of the UN 
Charier, although he acknowl- 
edged that it might be neces- 
sary to “maximise support 
among international puolic 
opinion" by means of a resolu- 
tion. 


Gorbachev faces crucial test of support 


By Quentin Peel in Moscow 

PRESIDENT Mikhail 
Gorbachev faces a key test 
today both of his own control 
of the ruling Communist Party, 
and of the party’s relevance in 
the growing political and social 
upheaval in the Soviet Union. 

the first plenary session of a 
completely overhauled party 
Central Committee is supposed 
to pass judgment on bath the 
country's economic reform 
plans and the progress in nego- 
tiating a new union treaty. 

The 401 members were 
elected at last July's traumatic 
28th party congress, which 
many outside observers believe 
marked the beginning of the 
end for the ruling party, in 
spite of Mr Gorbachev’s appar- 
ent success in avoiding a seri- 
ous split. 

Since then, the entire politi- 
cal debate has switched to tile 


elected soviets (councils) at all 
levels of national life - the 
union, the 15 republics, cities 
and regions - leaving the 
Communist Party itself looking 
Increasingly powerless and 
irrelevant. 

Yet at the provincial level, 
the party bureaucracy remains 
hugely powerful, dominating 
most soviets as well as con- 
tinuing to dictate appoint- 
ments m most organisations. 

The question today will be 
whether there is a significant 
revolt by conservatives in the 
Central Committee, reflecting 
the conservatism of constitu- 
ent parties such as the Russian 
Communist Party, against the 
economic reforms espoused by 
the Soviet leader. 

“I hope they will support 
this approach to the market 
economy, the Gorbachev-Sha- 


talin approach." said Mr Nail 
Bikkenin, editor of Kotnmu- 
nist, the party magazine, and a 
close adviser to the president 

“However, I am sure there 
will be a number of speeches 
which will try to frighten us 
about this market economy. 
The danger must be that we 
might get the impression that 
the Central Committee is 
against the market economy, 
the sort of impression left by 
the congress of the Russian 
Communist Party ." 

Nobody has yet had a real 
chance to assess the political 
complexion of the party's 
supreme ruling body since it 
was elected, with many new 
names on the list. Three quar- 
ters of the members were nom- 
inated by the 15 republican 
parties, almost certainly 
reflecting the fact that they are 


more conservative than the 
party’s national leadership. Mr 
Gorbachev himself managed to 
have 99 of his own nominees 
voted through in July. 

Mr Gorbachev has promised 
to produce a single economic 
reform plan by October 15. As 
for the union treaty, the entire 
constitutional basis of the 
Soviet Union, little clear prog- 
ress seems yet to have been 
made towards the end-of-year 
deadline for reconciling the 
demands of all union republics 
for real sovereignty, and Mr 
Gorbachev’s desire to keep the 
country in one piece. 

Today he seems certain to 
play off the growing federal 
demands of the republics, dedi- 
cated to gaining greater devo- 
lution of powers from Moscow, 
against conservative demands 
to maintain central authority. 


Sumitomo 
Bank chief 
quits over 
illegal loans 
scandal 

By Stefan Wagstyl in Tokyo 

A WIDENING stock market 
scandal in Japan yesterday 
brought down Mr Ichiro Isoda, 
chairman of Sumitomo Rank, 
one of the country’s biggest 
banks. 

Mr Isoda announced his 
intention to resign and take 
responsibility for the alleged 
involvement of a branch man- 
ager In illegal loans totalling 
Y28bn (8173m) made to stock 
market speculators. 

The move shocked Japan’s 
financial co mmunit y and 

could undermine in 

the stock market, where prices 
have been malting a nervous 
recovery after last week hit- 
ting their lowest levels In 
more than three years. 

There is no suggestion that 
Mr Isoda is personally 
involved in the scandal, which 
is currently under investiga- 
tion by the Tokyo District 
Prosecutor’s Office. 

His decision to resign 
reflects the growing insistence 
of the Japanese authorities 
that allegations of Hmmgfai 
malpractice have to be taken 
seriously, especially if Tokyo 
is to enhance its position as 
one of the world’s three lead- 
ing financial centres. 

Speaking at a hastily-ar- 
ranged press conference, Mr 
Isoda said he was resigning 
partly because Sumitomo 
Bank had a duty to the public. 
Mr Sotoo Tatsumi, the bank’s 
president, said he, too, wanted 
to resign but would stay on to 
restructure managment 
systems and examine whether 
supervisory procedures were 
adequate. 

Mr Isoda and Mr Tatsumi 
have in recent years led a 
rapid push for growth at Sumi- 
tomo, which has expanded its 
lead as the biggest profit- 
earner among Japan’s banks. 
Mr Tafsnml's inquiry win now 
check whether the bank’s 
emphasis on expansion 
encouraged some managers to 
cut corners. 

The bank’s alleged involve- 
ment In illegal loans surfaced 
during investigations by the 
district prosecutor’s office into 
the affairs of Mr Mitsnhiro 
Kotani, head of Koshin, a spec- 
ulative Investment syndicate. 
Mr Kotani was arrested this 
summer and indicted on 
charges of manipulating tike 
stock price of Fqjita Kanko, a 
leisure group, in April this 
year. 

He allegedly did this to raise 
foods to repay loans taken out 
to finance the controversial 
hostile takeover in 1987-88 of 
Kofensai Kogyo, an aerial sur- 
vey company. 

The first details of Sumi- 
tomo Bank's support for Mr 
Kotani were revealed on Fri- 
day with the arrest of Mr AM- 
ztori Yamashita, who managed 
a branch in Tokyo until he 
resigned a few days before his 
arrest 

Mr Yamashita. who first met 
Mr Kotani in 1986, was one of 
the bank’s main contact points 
with the stock speculator. He 
Is accused of breaking banking 
law by encouraging Sumitomo 
customers to lend Y23bn in 
high-interest loans to specula- 
tors, including YlL4bn to Mr 
Kotani in 1988. This enabled 
Sir Kotani to Increase his bor- 
rowings over and above the 
substantial amounts he had 
already borrowed directly 
from S umitomo . Ranfc manag- 
ers are not allowed to handle 
indirect loans of this kind. 

Mr Kiyoshi Akiyama, a busi- 
ness consultant, was arrested 
on charges of helping Mr 
Yamashita. Both men were 
allegedly rewarded with cash 
and securities for their ser- 
vices by Mr Kotani. 


Timing of ERM entry ‘not political’ UK angers partners 


Continued from page i 
fluctuation limits against the 
other EC currencies will be 
determined and announced by 
the EC central bonks early this 

morning. 

Mr Major yesterday held out 
the prospect of Britain moving 
fairly swiftly to the narrower 
2.2ft per cent fluctuation bands 
used by all other ERM curren- 
cies except Spain. 

But he was careful not to 
exclude any options. Although 
he thought It unlikely that 
sterling would come under per- 
sistent upward pressure In the 
EM5, he was prepared to 
revalue the pound in the ERM 
if that was necessary to help 
the counter-inflation policy. 
Although he could not be cer- 


tain what would happen in five 
or 10 years' time, he under- 
lined that he would be averse 
to devaluing the pound in the 
ERM. 

In Tokyo yesterday, Mr 
Robin Leigh-Pembertoo. the 
governor of the Bank of 
England, warned against hopes 
that Britain's ERM entry might 
bo followed by further rapid 
cuts in interest rates. 

“We have got to be certain 
such reductions can be stable. 
You don’t get credibility by 
reductions which shortly after- 
words have to be changed and 
reversed," he told the Finan- 
cial Times. 

Mr Leigh-Peraberton hinted 
strongly that Friday’s 
announcement of the cut in 


interest rates to 14 per cent 
had been politically influenced. 

He said that as a central 
banker he would have pre- 
ferred the decision to enter the 
ERM to have been separated 
from the decision to cut inter- 
est rates. 

The political and economic 
impact of sterling's foil entry 
into the EMS will dominate 
discussions by EC finance min- 
isters on economic and mone- 
tary union (Emu) In Luxem- 
bourg today. 

It is thought that Mr Major 
may try to use Britain's newly- 
enhanced authority as an ERM 
member to head off rapid 
moves toward a single Euro- 
pean currency and central 
bank. 


Continued form Page 1 
key condition for further move- 
ment towards Emu, Brussels 
wants to avoid sterling staying 
in the wide band for anything 
like the ll years the Italian lira 
did. 

No national official spoke 
out against the UK opting for 
the wider margin (as some did 
when Spain made the same 
decision). “Everyone," said one 
participant, “is cautious 
because of the international 
position of the pound - we are 
the ones who have to spend the 
money in intervention, not the 
Commission”. 

• Policy. From virtually all 
quarters came a wanting that 
the Thatcher government 
could no longer pursue pure 


monetarism. In addition to 
interest rates, it would have to 
use fiscal/budgetary tools 
- even, a Belgian official had 
the temerity to suggest, 
incomes policy - to control 
inflation in what Saturday’s 
communique refereed to as “an 
appropriate policy mix". 

Lying behind the warning 
appeared, to some participants 
at Saturday’s meeting, to be 
fears that sterling's ERM entry 
might somehow compound 
such factors as Gulf-related oil 
price rises and outflows of cap- 
ital to eastern Europe and imri 
to a general increase in inter- 
est rates. 

Only two countries, Portugal 
and Greece, are now left out- 
side the ERM. 
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Waking up to a 
different world 


As the London investment 
community moves to battle 
stations this morning, the fun- 
damental question is whether 
the bear market is over. The 
classic bull argument, as 
advanced by Nomura, runs as 
follows. Suppose the FT-SE 
opens today at 2,200, which 
would already be 10 per cent 
higher than this time last 
week. The market would then 
be on a yield ratio of 2.1 and a 
historically cheap multiple of 
IO&. A yield ratio of two has 
proved a reliable floor for the 
past decade. As a market with 
definable currency risk and an 
economy self-sufficient In oil, 
the UK must now look espe- 
cially attractive to the interna- 
tional investor. Having risen 10 
per cent in the past week, the 
market could do the same in 
this. 

The most obvious snag Is 
that this involves extrapolation 
from the old rules, whereas the 
ERM is fundamentally 
unknown territory. This 

applies not only to the effects 
of a non-depredating currency 
on the UK corporate sector. It 
might also change the relation- 
ship between gilt and equity 
yields. Historically, gilts nave 
had to yield at least twice as 
much as equities to compen- 
sate for their greater exposure 
to inflation. To the extent that 
the market believes in the 
ERM promise of German infla- 
tion rates, it ought to accept a 
lower yield premium on gilts. 

Another point deserving 
attention Is that some of the 
effects of ERM membership 
appear to have been dis- 
counted already. Heavy indus- 
trial stocks with a high over- 
seas content in their MwUnga 
- Pflkington, ICS, RTZ. Cook- 
son - have all underperformed 
this year. Of the year’s 10 best 
performing alpha stocks until 
the eve of the announcement, 
six were retailers and one was 
a building society. This was 
partly because of the existing 
strength of sterling, particu- 
larly against the dollar; but as 
a counter-inflationary mecha- 
nism, strong sterling is what 
the ERM is supposed to be all 
about 

This is not to deny that equi- 
ties are in for a lively week. 
High liquidity among frus- 
trated institutions, if nothing 
else, should practically guaran- 
tee it The market’s more con- 
sidered reaction, though, is 
much less easy to call. 

Sterling 

The other central question 
for the financial markets is 
whether ERM entry will trig- 
ger a huge Inflow into sterling. 
It would be surprising if it did 
not, given the scale of the 
interest rate differentials and 
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the foreign exchang e market’s 
current preference for the 
weaker high-yielding curren- 
cies as opposed to the hard cur- 
rencies such as the D-Mark. 
The more difficult question is 
how the authorities will 
respond if £30bn of hot money 
suddenly flows into one of a 
few big internationally traded 
currencies. 

The answer depends on how 
cynical one wants to be about 
the government’s motives for 
entering the ERM at this Junc- 
ture. It would be nice to 
believe that party politics was 
not a factor; but this govern- 
ment has yet to demonstrate 
that it attache s a higher prior- 
ity to conquering inflation 
than to the threat of recession 
and electoral defeat 

There is a real danger that 
the operation of the ERM will 
und e rmine what is left of the 
UK’s anti-inflation policy. Brit- 
ish industry can just about live 
with a central rate of around 
DM2JS; but the going rate for 
wage increases in the current 
round is going to have to be 
more like 7 per cent than 10 
per cent plus if there is to be 
any chance of the rate of infla- 
tion converging: 

It is reasonably easy to see 
short-term rates of 11 par cent 
a year from now. In the 
absence of a tighter fiscal pol- 
icy or the introduction of some 
form of credit controls - both 
highly unlikely - it is hard to 
see what would prevent 
another pre-election borrowing 
boom. Ideally, the authorities 
should match any upward 
pressure on the exchange rate 
by intervening heavily rather 
than cutting Interest rates. But 
that would entail a resumption 
of gilt over-funding, which is 
not what the bulls of the UK 
fixed Interest market have in 

mmd- 

Tfris is jnst one more reason 
why it would be dangerous to 
get too carried away with ERM 
euphoria. Clearly, there is 
room for short rates to tumble 
over the next 12 months, which 
will be good news for holders 


of short-term UK paper. But 
the longer end of the bond 
market has more than dis- 
counted any immediate bene- 
fits. The yield spread between 
10-year government bonds in 
France and the UK has halved 

to just 80 basis points since the 

start of the year. On the basis 
of current inflation rates, 
French bonds are offering a 
real yield of more than 7 per 
cent while similar UK paper is 
yielding less than 1 per cent 

The difference between the 
two markets also underlines 
another problem of the bum 
which one day may come to 
haunt even the UK. The recent . 
sharp slowdown in the French 
economy requires a cut in 
interest rates; .but the strength 
of high-inflation ERM ' curren- 
cies such as the peseta means 
that the French cannot move. 

The Continent 

Europe would be so much 
more welcoming a place for 
sterling to alter if this were 
still October 1989. Twelve 
months ago, with the Berlin 
Wall not yet fallen and Brent 
crude at $19 per barrel the UK 
was not ready but European 
conditions were ideal. Interest 
rates were relatively low in 
West Germany and France, a 
construction and consumer-led 
boom was under way across 
most of the continent, inflation 
and the nninnw were still under, 
control and the politics looked 
solid and safe, in West Ger- 
many especially. 

The critical question for foe 
next 12 months is whether or 
not the major European econo- 
mies can manage a soft land- 
ing either avoid putting 
interest rates up, or better stifi 
bring them down, as France 
wishes to do. Cheaper money 
year on the Continent and 
strong-ish demand for UK 
exports .would be Mr Major's 
itteal combination. So for, the 
prognosis is reasonable. Wor- 
ries about the instant Inflation- 
ary impact of German mone- 
tary union have faded; and 
September’s Bundesbank 
monthly report pointed away 
from an early tightening of 
monetary policy there. But the 
German construction market is 
still fizzing away; the Bundes- 
bank will be keeping a close 
eye on it well into next year, so 
a Bundesbank interest rate rise 
Is likely at some point, and 
with it some action by the 
French. 

The saving grace, for the 
continental Europeans, may 
well be their relatively higher 
unemployment, which may 1 
keep toe lid on their inflation. 
But then if the UK’s labour 
market was like that, ERM 
entry would have happened 
long ago. 
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Polly Pock puts 
price on survival 

* To bridge its immedi- 

■ ate liquidity gap 

' . Polly Peck Interna- 

tSonai believes it 

fH .. H needs no more than 

H.''C £200m, assuming 

■ bank creditors agree 

■ diis week to give a 
longer breathing 

■ space on debt The 
group strategy for 

remaining solvent through until January 
depends on remitting much of the £143m in 
cash it claims to have in Turkey and northern 
Cyprus, getting asset disposals under way and 
receiving some Turkish government support 
Moist important, however, is persuading credi- 
tors not to demand the repayment of nearly 
£2Q0m in loan facilities and commercial paper 
which fails due in the final three months of this 
year, write Clay Harris and David Barchard. 
Page 20 


Fight for cash in Willis bid 

. The refusal of Corroon & Black to consider a 
$40-a-share cash offer from Aon insurance and 
pursue a lower paper bid from Britain's Willis 
Faber means many arbitrageurs face large- 
losses. Last week they were claiming substan- 
tial interest in a mechanism which would get 
them cash payment for their shares. But both 
Willis Faber and Corroon remained confident 
the merger will' go ahead. NTkkl Talt and Rich- 
ard tapper report Page 20 


Worst of times for Junk bonds . 

. v£r- The last couple of 

$ ' r months havB been 

' in^-r the worst ever for 

f the US Junk bond 

market Absolute 

/'vS . mk bond yields are at an 

^*IPW'ra!lUpPlI altfime high, as are 
t y< ald margins reta- 

ft mMWr th/e to ^ Trea ~ 

BI lBr surles. Iraq's 

t*«g 3 W« pft invasion of Kuwait 

appears to have trig- 
gered the latest plunge by bringing to the fore- 
front concerns about economic recession, a 
harbinger of doom for junk bonds, and the Sal- 
omon Brothers Composite High-Yield Index tall 
4.72 per cent in August and 5.91 per cent in 
September Tracy Corrigan reports- Page 23 
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A higher pound will reduce the value of companies' earnings from the rest of the EC. 
But a stable exchange rate should reduce profit swings, making shares more attractive 


By Antonia Sharpe 

Stockbrokers' analysts were 
yesterday predicting rising share 
prices on London's stockmarket 
following Friday's news. 

Mr John Reynolds, market 
strategist at Connty NatWest, 
says that - given the market's 
short supply of stock and the low 
trading volumes in recent 
months — there is a danger that 
the bounce will be so pronounced 
that many fund managers will be 
left holding cash. 

He advises investors to use 
futures or index options to gain 
immediate exposure to the equity 
market 

Interest-rate sensitive and 
domestically-oriented sectors are 
the most obvious beneficiaries of 
Friday's cut in base rates. Mr 


Mark Brown, chief UK strategist 
at UBS Phillips & Drew, says that 
construction and building con- 
tracting stocks, which have been 
savaged by high interest rates 
and threats of bankruptcy, are 
expected also to be re-rated. 
Retailers should get a lift as Fri- 
day's cut in interest rates, and 
the prospect of a further one- 
point drop in the next few 
months, boosts spending in the 
run-up to Christmas. 

Stocks of companies heavily 
dependent on overseas earning * 
are likely to lag behind the mar- 
ket in the short-term as sterling 
appreciates, though stocks which 
have an attractive yield pre- 
mium, such as ICI, should get 
some protection. 


Mr George Hodgson, market 
strategist at S.G. Warburg Securi- 
ties says that entry into the ERM 
is not an easy option far manu- 
facturing industry, which will no 
longer be bailed out by devalua- 
tion when wage inflation gets out 
of hand. 

The UK economy, especially 
the manufacturing sector, is still 
in for a long slog," he says, and 
this will keep Die pressure on 
manufacturing stocks. 

Mr Bill Smith, chief equity 
strategist at Barclays de Zoete 
Wedd, says that hopes for a quick 
turnaround in domestic demand 
may be disappointed. Highly- 
geared capital goods companies, 
which would benefit from lower 
interest rates as their borrowing 


costs would ease, still faced a 
drop in investment and demand 
for their products. 

County NatWest’s Mr Reyn- 
olds, who had turned positive on 
the market towards the end of 
September, believes that the mar- 
ket is cheap and that institutions 
should be buying a broad portfo- 
lio of stocks. The market was 
finally free of the uncertainty 
about the ERM which had been 
around since June and could now 
assume that the government 
would call a general election pos- 
sibly as early as mid-summer 
199L 

On the other hand. Warburg’s 
Mr Hodgson believes that the 
current recovery in share prices 
is a rally in a bear market He 


fears that investors would lose 
sight of valuations in their hurry 
to get back into the market. 

For now. sterling’s entry into 
the ERM is mainly a domestic 
issue, says BZW's Mr Smith, but 
in the future the stockmarkets of 
all ERM members will converge 
for investment purposes. 

Inflation differentials and yield 
premiums between the ERM mar- 
kets will be instrumental in 
deciding when one market is 
looking cheap compared to 
another. 

A pick-up in demand in the UK 
will benefit continental European 
companies with an exposure to 
the UK, says Dr Richard Reid, 
chief European economist at UBS 
P hillip s & Drew. 


Reflections in a hall of 
distorting mirrors 

Andrew Hill explores the implications of ERM entry 
and lower interest rates for UK corporate profits 
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F rom recession to rejoicing 
in half an hour the British 
equity market’s reaction to 
Friday's news that the UK would 
take full European Monetary Sys- 
tem membership and drop Inter- 
est rates was exciting to watch. 

But when it conies to reflecting 
reality, the stockmarket has 
always been a ball of distorting 
mirrors. The short-term reaction 
in the markets may be euphoric, 
but it will take slightly longer for 
corporate profitability to catch 
up with investor sentiment 
Take building m a t eri als and 
construction companies. On Fri- 
day, the share price of Tarmac, 
Britain's biggest housebuilder, 
rose 16 per cent in minutes. But 
less t h a n a fortnight ago Tarmac 
announced that Its first-half prof- 


its had fallen by 36 per cent and 
construction output in Britain is 
still expected to chop by 6 per 
cent this year. 

A reduction in interest rates 
may inject confidence back into 
the enervated housing market 
but some analysts believe that 
base rates will have to come 
down still further and stay down 
before the sector's profits 
improve. And it could take a year 
to 18 months for such improve- 
ments to show through. 

By contrast building materials 
companies like RMC. Redland 
and Steetley have been supported 
recently by their strong overseas 
earnings, in particular in West 
Germany. A stable, strong pound 
put pressure on such earnings 
when they are translated into 



Sterling. None the less, the stron- 
ger relative growth of continental 
housing markets will help these 
companies compared with their 
more domestically-minded rivals. 

The chemicals sector could 
take the hardest knocks from a 
sustained strong pound. Imperial 
Chemical Industries, traditional 
bellwether of the British stock- 
market, was another beneficiary 
of Friday’s surge in equities. But 
with its fiercest competition com- 
ing from Germany, the chemical* 
sector’s profitability is sensitive 
to the D-Mark/steriing exchange 
rate. As Warbnrg Securities 
points out, it was in 1980, when 
demand was low and the pound 
strong, that ICI took the infa- 
mous decision to cut its dividend. 

The interest rate cuts should 
have a direct impact on the prof- 
itability of the UK’s highly- 
geared property sector - shares 
in the property developer Rose- 
baugb, were among the immedi- 
ate winners on Friday. A strong, 
stable pound may attract non-UK 
buyers back into the slack prop- 
erty market because of reduced 
currency risk. 

Interest rate reductions in the 

UK will not be good news for ail 
companies with debt on their bal- 
ance sheets. Warburg points out 
for example, that conglomerates 
like BTR and Tomkins have bor- 
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rowed money In the US while 
keeping cash on deposit Ln 
Britain. Those groups' earnings 
are likely to suffer as UK base 
rates come down, because inter- 
est charges (in the US) will 
remain the same, while interest 
receivable will be reduced. 

Analysts also warn against bet- 
ting on a long-term improvement 
in consumer spending, particu- 
larly in the leisure sector. One 
side-effect of a continued squeeze 
on corporate profits (from inter- 
est rates and a strong pound) is 
likely to be a slowing of wage 
increases and possibly a jump in 
the unemployment figures. A 
revival In profits for the pure lei- 
sure companies - the bingo halls 
and discotheques, for example - 
might prove short-lived. 


If ERM entry heralds a medi- 
um-term tightening of economic 
policy, the same may well apply 
to retailers, but the profit and 
loss accounts of the stores sector 
will still enjoy the immediate 
benefits of Friday’s announce- 
ments. Retailers always respond 
quickly to relaxation in monetary 
policy, and although some, like 
Marks and Spencer, seemed to be 
braving the downturn well, oth- 
ers will be glad of a respite. 

That said, there is no excuse 
for losing a sense of perspective. 
One public relations company 
issued a breathless press release 
on Friday describing the interest- 
rate cut as “the -turning point of 
the century” for retailers. It was 
an exciting day, but perhaps not 
that exciting. 


UK funds 
may seek 
other EC 
markets 

By Philip Coggan 

OVERSEAS investors are 
expected to flock into sterling-de- 
nominated assets as port of the 
immediate reaction to Britain's 
entry Into the exchange rate 
mechanism. Bat entry could also 
cause a fundamental change In 
UK institutional portfolios. 

Historically. UK pension funds 
have kept a large percentage of 
their fimds in sterling to ensure 
that their assets matched their 
liabilities (funding the retire- 
ment benefits of UK employees). 
Bnt the more closely the pound 
is linked to the D-Mark, the more 
sterling and EC assets become 

Inrifatingnisha hlp- 

The typical weighting of a pen- 
sion fond is 57 per cent in UK 
equities and 27 per cent in over- 
seas shares. The international 
element Is then weighted accord- 
ing to the relative capitalisations 
of the various stockmarkets. 

Because of the underdevelop- 
ment of some EC stockmarkets, 
the theoretical weighting of equi- 
ties from other EC countries is 
currently only around 4 'A per 
cent. In fact, however, UK pen- 
sion fUnds have tended to be 
overweight ln the rest of the EC 
- recent estimates suggest that 
they have 8 per cent of their 
portfolios invested there. 

But in the limiting case of 
European monetary union, Mr 
Paul Woolley of fund manage- 
ment group GMO Woolley has 
argued that sterling and EC 
assets would be effectively the 
same. If so, then the 61'A per 
cent of their portfolios that pen- 
sion funds currently devote to 
EC (including UK) assets ought 
to be divided in a radically dif- 
ferent manner. Based on market 
weightings, theory would sug- 
gest that only 24 per cent of 
assets should be in UK equities 
while 37 A per cent should be 
invested in the rest or the EC. 

For cultural reasons, such a 
huge shift is unlikely; and ERM 
entry by itself ties sterling less 
closely to continental currencies 
than would full-scale monetary 
union. None the less (he chances 
are that UK pension funds will 
now shift more of their portfo- 
lios into other EC markets. Not 
all the funds will be switched 
from the UK - some may come 
from other overseas markets 
such as the US. 
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All to play for on monetary union 

T he British government’s mission president, who has advo- present stage one of EMU. in Mr Major’s hard Ecu pro 
decision to take sterling cated moving from the present which all countries gradually end have already been rii*mi*i 
into the exchange rate first stage of EMU, that began on up in the narrow band of the virtually irrelevant tav Mi 
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T he British government's 
decision to take sterling 
into the exchange rate 
mechanism of the European Mon- 
etary System will elevate Mr 
John M^jor, the Chancellor, to 
hero status when he attends this 
month’s regular monthly meeting 
of EC economics and finance 
ministers in Luxembourg later 
today. 

But it is less certain that the 
long awaited move will materi- 
ally affect Britain's capacity to 
influence the European Commu- 
nity's drive towards economic 
and monetary union (EMU). 

On Saturday, in an interview 
with BBC Radio's Today pro- 
gramme, the Chancellor made 
dear that full membership of the 
EMS did not mean that the Brit- 
ish government was now joining 
the enthusiasts among EC mem- 
ber states that seek a rapid move 
to EMU. 

Britain's European credentials 
may be looking more polished 
than at any time since entry into 
the community nearly 20 years 
ago. But Mr Major made clear 
that the government was still 
opposed to a “headlong rush" 
towards EMU. 

To move swiftly towards a sin- 
gle currency or central bank 
“would be immensely economi- 
cally damag in g for Europe and 
immensely divisive for Europe,” 
be said. 

So Mr Jacques Dolors, the com- 
ECONOMICS DIARY, PAGE 14 


mission president, who has advo- 
cated moving from the present 
first stage of EMU, that began on 
July 1, to the transitional second 
stage as soon as January 1 1993, 
will draw only limited comfort 
from the government’s ERM deci- 
sion. 

But similarly, Mr Major would 
be unwise to think that Britain's 
belated accession to the ERM will 
swing other member states in 
favour of his “hard Ecu” alterna- 
tive for stage two. 

This plan, to recap briefly, 
envisages the development of the 
present European Currency Unit 
into a parallel currency alongside 
existing EC currencies in the 
hope that it might one day 
become the community’s single 
currency. A main attraction of 
the plan for the Chancellor and 
Mrs Margaret Thatcher, the 
prime minister, is that it offers 
an evolutionary road to EMU 
rather than what the UK calls 
the “prescriptive road” mapped 
out by Mr Delors and which sets 
a single currency and central 
bank as its final goals. 

Mr Major has been an assidu- 
ous promoter of the hard Ecu 
since first unveiling his plan in 
June. Last month, his hopes 
received a boost when Mr Carlos 
Solcbaga, the Spanish finance 
minister, incorporated the hard 
Ecu in his own thoughts for the 
second stage towards EMU. 

But other nations are now 
looking seriously at how to 
tackle the transition from the 


present stage one of EMU. in 
which all countries gradually end 
up in the narrow band of the 
ERM and dispense with controls 
on the movement of persons, 
goods and capital in the EC, to 
the full economic and monetary 
union of stage three. 

Last month, Mr Wim Kok, the 
Dutch finance minister, circu- 
lated compromise proposals for 
the second phase of EMU that 
envisaged the creation of a Euro- 
pean central bank in the transi- 
tion period. These Ideas, as 
reported elsewhere in this news- 
paper, have formed the basis of 
an internal Bundesbank paper 
that would permit a move to 
stage two of EMU on January 1 
1994, but only if strict conditions 
have been met The conditions in 
the Bundesbank paper would 
ensure that any eventual Euro- 
pean central bank would be as 
independent as the Bundesbank 
and as committed to combatting 

inflatim? 

I f the internal Bundesbank 
paper becomes the basis of 
German policy towards EMU, 
it will constitute a major chal- 
lenge to Mr Major's plans for the 
hard Ecu. It will set the tone of 
the debate on stage two if only 
because the Bundesbank is 
Europe's most independent cen- 
tral bank, with a proven track 
record for combating inflation, in 
an economy, which since German 
unification is more dominant in 
the EC than ever before. 


Mr Major's hard Ecu proposals 
have already been dismissed as 
virtually irrelevant by Mr Karl 
Otto Pohl, the Bundesbank presi- 
dent. After last month's Rome 
meeting of EC economics and 
finance ministers to discuss 
EMU, Mr Pohl said it was “false” 
to imagine that there had been 
any significant support for the 
British scheme. 

He said the EC monetary com- 
mittee. which brings together 
senior officials from the member 
states' central hank* and finance 
ministries as well as the commis- 
sion in Brussels, had investigated 
the bard Ecu proposals and 
rejected them. 

Speaking in Frankfurt on Sep- 
tember 19, Mr Pohl said the 
Bundesbank could approve of the 
British goal of making the Ecu 
harder. But while it might be 
desirable to make the Ecu more 
attractive, it would be “largely 
Irrelevant" from the viewpoint of 
monetary policy and more of 
“symbolic importance”. 

After such a put-down, one 
might ask why Mr Major is sol- 
diering on with his plan. Bnt his 
ahility to secure sterling’s entry 
into the ERM shows he is a 
dogged operator. He will be dis- 
cussing EMU in Luxembourg 
today convinced that there is still 
all to play for when the EC Inter- 
governmental Conferences on 
economic and political union 
start in mid-December. 

Peter Norman 
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Polly Peck ‘needs £200m to survive’ 


By Clay Harris in London and David Barchard In Ankara 


POLLY PECK International 
believes It needs no more than 
£200m to bridge its immediate 
liquidity gap if bank creditors 
agree this week to give it a 
longer breathing space on debt. 

Its strategy for remaining 
solvent through January 
depends on raising this sum by 
remitting much of the £143zn in 
cash it claims to have in Tur- 
key and northern Cyprus, get- 
ting asset disp osals under way 
and receiving some Turkish 
government support. 

More importantly, however, 
it must persuade creditors not 
to demand the repayment of a 
further £20Qm in loan facilities 
and commercial paper which 
falls due in the final three 
months of this year. 

At a meeting in London on 
Friday, bankers agreed only to 
a one-week moratorium on 
repayments but held out the 
possibility of accepting a lon- 
ger standstill. 

The future role of Mr Asil 
Nadir at Polly Peck is becom- 
ing less certain. The board 
rejected his offer to resign as 


chairman last Monday, but yes- 
terday a senior director refused 
to confirm that was still the 
case. Mr Nadir has flown to 
Turkey for talks. 

Directors are now playing 
down the importance of direct 

financial assistance from Turk- 
ish institutions, and claim to 
be looking instead only for 
advance export credits. 

Turkish officials said in Ank- 
ara that the decision about any 
rescue package would rest with 
President Turgut OzaL 

“As far as I know, no such 
decision has yet been taken 
and there are no signs that a 
package is on the way.” one 
Turkish banker said. “But if 
Mr Ozal wants one, it could 
still be launched.” 

Turkish government sources 
have declined to comment on 
claims that a package will be 
approved, but civil servants 
say in private they bave not 
yet seen any signs of one. 

Western diplomats in the 
Turkish capital also say they 
have not yet seen any evidence 
of a support package. “Presi- 


dent Ozal may go ahead with 
one, but he has not made any 
publication of his intentions 
yet,” said one diplomat. 

The Polly Peck affair, he 
added, was surrounded by a 
web of local political rumours 
which made it extremely diffi- 
cult to assess the situation of 
the company and its fin a nc ia l 
problems. “The issue is highly 
political. It is very much Mr 
Ozal's personal derision." 

Turkish private sector bank- 
ers in Istanbul continue to cast 
doubt on any idea of a rescue, 
warning that if the main state 
banks provided help, they 
could face possible legal com- 
plications later. 

“I very much doubt that the 
head of any of the Turkish 
state banks will feel able to 
sign documents giving permis- 
sion for a loan to Mr Nadir," 
said one banker. Another said: 
“There are always ways of 
finding money in a desperate 
situation. President Ozal can 
stiff do it if he wants to. but he 
would probably attract some 
unpopularity if he did." 


Polly Peck told bankers in 
London on Friday that its net 
borrowings had risen from 
£884m to £l.07bn in the three 
months to September 30. The 
main reason was a near halv- 
ing of cash balances from 
£404m; outstanding borrowings 
de cline d by about £20m over 
the period, the company said. 

The most dramatic three- 
month fall in cash balances 
was shown in the “Near East", 
which includes Turkey and 
northern Cyprus, from £306m 
to £i43m. A director claimed 
yesterday that this decline 
reflected normal seasonal pay- 
ments for citrus fruit and elec- 
tronic components. 

On Friday night, Moody’s 
downgraded the ratings on 
Seoom of debt issued by Polly 
Peck International Finance, a 
subsidiary of Polly Peck, for 
the second time in a week. 

Swiss franc and D-Mark 
bonds guaranteed on a senior 
basis by the parent were 
reduced from Ba3 to B3 and 
subordinated convertible pref- 
erence shares from B2 to Caa. 


Maxwell makes £60m Italian disposal 


By Raymond S noddy 

MR ROBERT MAXWELL last 
night announced agreement to 
sell his Italian consumer pub- 
lishing operation in a deal 
worth £60m. 

Mr Maxwell, chairman of 
Maxwell Communication Cor- 
poration, is selling MCC Italia 
- the Panini children's album 
collection publishers, to a num- 
ber of offshore funds advised 
by Schroder Ventures, the ven- 
ture capital arm of the mer- 
chant bank. 

Panini, which Mr Maxwell 
bought more than two years 


ago, specialises in football 
stickers and character mer- 
chandising. It is believed to 
have had a particularly good 
year as a result of the World 
Cup. 

The sale, set to be completed 
next month, is the latest in a 
disposal programme designed 
to reduce MCC’s £L9bn debt, 
most of it medium-term, by at 
least $lbn. 

Mr Maxwell said last night a 
further disposal, the sale of the 
Macmillan encyclopaedia sub- 
sidiary. PF Collier, was "immi- 


nent". The purchaser is expec- 
ted to be Langenscheid, the 
west German publisher, for a 
price of around $Sftn. 

The chair man of MCC said 
last week that the 20 per cent 
stake in Quebecor Printing and 
27 per cent investment in Don- 
ahue's newsprint mill in Can- 
ada would both be sold to his 
private newspaper publishing 
company. Mirror Group News- 
papers. 

In a change of strategy, the 
television Interests held by 
MGN, including the 20 per cent 


stake in Central Independent 
Television, would be sold. 

Negotiations are continuing 
for tiie sale of two other con- 
sumer publishing b usinesses — 
so far unnamed. 

The final $415m of Mr Max- 
well’s short-term debt, taken 
on as part of the financial 
package raised to buy Macmil- 
lan, toe US publisher, and the 
Official Airline Guides, is due 
on October 23. Mr Maxwell has 
always said the money would 
be available In advance of that 
date. 


CEAC profits boosted by acquisitions 


By William Dawkins in Paris 

NEARLY doubled sales and net 
profits were achieved in the 
first half of 1990 by Compagnie 
Europene d’Accumulateurs 
(CEAC). Europe’s second larg- 
est lead battery maker. 

The group, which is itself 
about to be sold to Fiat, the 
Italian car maker, said the 
increase was almost entirely 
the result of acquisitions. 

Sales jumped from FFr630m 
to FFrl.l6bn and net profits 


from FFr5 .2m to FFrlO^m. Full 
year profits should at least 
equal last year’s FFr62. 7m, the 
group forecast. 

Compagnie Generate d’Elec- 
tricite (CGE), the French tele- 
communications and engineer- 
ing conglomerate, which owns 
all of CEAC’s equity, 
announced last week that it 
will sell 50.1 per cent of that to 
Fiat as part of a share 
exchange and co-operation 


agreement between the two 
parent companies. 

The deal comes roughly a 
year after CGE bought the 
final 27 per cent of CEAC it did 
not already own. and increased 
the equity by FFr305m. 

Acquisitions which fuelled 
the rise were the traction bat- 
tery operations of Chloride, of 
the UK, bought in July last 
year and Tudor, a Belgian bat- 
tery maker taken over early 


this year. CEAC made its 
acquisitions in response to a 
restructuring of the European 
lead acid battery industry 
which began in 1969. 

Chloride's battery activities 
recorded sales of £55m last 
year, while Tudor's 1969 turn- 
over was FFr260m. This com- 
pares with CEAC's sales of 
FFrl^hn - which Included six 
months from Chloride - a 30 
per cent increase on 1988. 


This announcement appears as a matter of record only. 


October, 1990 







Manweb pic 


£175,000,000 

5 Year Revolving Credit Facility 


Arranger 


BARCLAYS SYNDICATIONS 


Underwriters 


Barclays Bank PLC The Mitsubishi Bank, Limited 

The Sumitomo Bank, Limited The Long-Term Credit Bank of Japan, Ltd. 

Midland Bank pic 


Senior Lead Managers 

Barclays Bank PLC The Mitsubishi Bank, Limited 

The Sumitomo Bank. Limited The Long-Term Credit Bank of Japan, Ltd. 

Bayerische Landesbank Girozentrale. London Branch Midland Bank pic 


Cho Hung Bank 


Lead Managers 


Managers 

Hessische Landesbank - Girozentrale, London Branch 

Agent 

Barclays Bank PLC 


S BARCLAYS 


Den Danske Bank 


The Nikko Bank (UK) pic 


Propeller 
sells back 
Skopes at 
£1.8m loss 

By Jane Fuller 

PROPELLER, the OEM-quoted 
leisurewear company, is sell- 
ing back to the vendors a men- 
swear business that it 
acquired only a year ago. 

After the market closed on 
Friday, it also announced an 
Interim retained loss of 
£2.44m, a 3-for-2 rights issue 
to restore its balance sheet 
and provide working capital, 
the cancellation of last year's 
dividend and the resignation 
Of its non-executive chairman, 
Mr Mike Keen. 

Propeller described as mis- 
guided the purchase of Skopes, 
a menswear distributor which 
could have cost it up to 
£6JJ5m. 

Although Skopes had 
remained profitable, “the capi- 
tal commitment of ewmpipftng 
the acquisition would prove to 
be far too onerous for the 
group." As initial consider- 
ation. Propeller paid £1.5m 
rash and issued a £L25m Iran 
note. Further payments were 
related to profit in the years to 
July 1992. 

It had also become dear that 
the integration of Skopes into 
the group was restrained by 
the acquisition agreement, 
“which effectively locked np 
tiie Skopes assets and business 
until all of the consideration 
was paid.” 

It had, therefore, been 
derided to accept the offer of 
the vendor, Delves limited, to 
buy back the company. A loss 
of £lA4m on the disposal was 

iin-lnHw} tn Hw m lgrim r w y ilte 

as an extraordinary item. 

The pre-tax loss for the six 
months to August 3 was 
£461,000, against £410,000 
profit last time, on turnover of 
£&54m (£5.66m). 

An exceptional provision of 
£514,000 was made for debtors 
and stock, partly relating to 
the previous year. This was 
explained as “arising from the 
breakdown of control over 
accounting procedures.” Inter- 
est charges increased more 
than tenfold to £438,000 
(£37,000). 

Mr Keen resigned “to con- 
centrate on his role as chair- 
man of Corton Beach," the 
USM-quoted motor, food and 
leisure group which has a 22 
per cent stake in Propeller. 

The rights issue - at lOp 
per share, the same as Friday's 
close - should raise £2. 25m. 


Tipbook listing 
in Frankfort 

From today the shares of 
Tlphook will be listed in 
Frankfort, to reflect the com- 
pany’s growing presence in 
Europe particularly In the 
expanding German market 

Mr Robert Montague, chair- ■ 
man, believed that entry by 
the OK into the ERM would 
facilitate Interest from inves- 
tors, and make Tlphook less 
vulnerable to sentiment based 
previously on the performance 
of the UK economy alone. 

The UK accounted (or 25 per 
cent in sterling terms of 
Tlphook’s turnover from the 
core divisions. About 10 per 
cent was from Germany. 


Moves for cash in 
Willis Faber US bid 

By Nikki Taft in New York and Richard Lapper in London 


ARBITRAGEURS, some of 
-whom face large loans as a 
result of the refusal by the 
directors of Corroon & Black to 
consider a $40-a-share cash 
offer from Aon Insurance and 
pursue a lower paper bid from 
Britain’s Willis Faber, were 
last week claiming there has 
been 'substantial' Interest in a 
mechanism which would get 
them cash for their shares. 

However, both Wffiis Faber 
and Corroon remained confi- 
dent the merger would go 
ahead. Willis shareholders 
have already given it a green 
light, and Corroon’ are set to 
vote in New York this morning 

To get cash, Corroon holders 
must ask to have the value of 
their shares "appraised' by the 
coarts, traditionally a very 
lengthy process. 

Bear Stearns, the US broker- 
age, bas already said it 
intended to seek this option. 

Under the merger terms if 
shareholders speaking for S per 
cent-plns of the equity seek the 
appraisal route, Willis Faber is 
free to walk away from the 
deal, although this condition 
can also be waived. 

Last week, a couple of arbi- 
trage firms were guessing that 
the 'appraisal* interest might 
exceed 10 per cent, although 
Corroon, which has the only 
reliable figures, declined to 
comment. However, neither 
insurance broker expressed 


doubts about the deal itself. 
"We're looking forward to the 
pirating and are pretty confi- 
dent that well have approval," 
said Corroon mi Friday night 

Willis, meanwhile, said it 
was unconcerned that the 
appraisal interest might run 
into double figures. Mr Peter 
Stevens, head of corporate 
affairs, said the filings would 
make no difference to the deal 

"We would be required to 
pay out to those who are pre- 
pared to stick the course.' he 
commented, 'But many of 
them might change their 
minds In any case. 

And even some of the angri- 
est arts were doubtful that the 
deal would be voted down, 
although they suggested the 
"no* vote could be hefty. The 
two companies start with the 
advantage that Corroon’s man- 
agers and employees own 30 
per cent of the stock. 

In what seemed a desperate 
last throw, one arbitrageur 
suggested the deal around 
might still face legal hassles. 

According to the latest Cor- 
roon document, complaints 
filed in New York and Dela- 
ware appeared to have been 
settled in principle, but indi- 
vidual shareholders could still 
opt out of such agreements, he 
noted. However, it seems 
unlikely that either company 
would allow this to prevent the 
deal moving ahead. 


Launch for 
Smaller 
Companies 
Investment 

By Philip Coggan 

THE SMALLER Companies 
Investment Trust is being 
launched today via a placing 
on the main market by Guin- 
ness Mahon and Duriaeher 
West. 

The launch follows a long 
period in which US smaller 
company shares have under- 
perforated blue chips. But the 
directors of the company 
believe there has been "an 
over-reaction against the 
smaller company sector in 
which the adverse fundamen- 
tal factors have been more 
than discounted in the price of 
the securities." 

Smaller Companies is ini- 
tially raising £15m. Three mil- 
lion units have been placed at 
£5 each with each unit made 
up of five ordinary shares and 
one warrant attached. The war 
rants give the holder the right 
to subscribe for one new share 
at lOOp in the period 1995-98. 

Managers of the trust win he 
Stronghold Asset Managers, a 
subsidiary of Principal Hotels, 
the former AC Holdings. The 
directors include Mr Alan 
Clements, finance director of 
Imperial Chemical Industries, 
ana Mr Philip Chappell, 
adviser to the Association of 
Investment Trust Companies. 

Dealings are expected to 
start on Thursday. 


LAST WEEK'S CROSS BORDER PEALS 

TARGET SECTOR VALUE 

Share and business swaps Telecoms to £1.5bn 

rail equipment 


Mobfl (US) 

CWB Capital Partners 
(UK/Germany) 

Rothman's In te rna tional 

(UK) 

MTM (UK) 

Cle G6n*rate des Eaux 
(France) 

General Motors (US) 
Baneslo (Spain) 


Home Insurance (US) Insurance £S35m 

Empreaa Gamesa (Mexico) Biscuit making £158m 

Tucker Hardwares (US) Plastic C97m 

household goods 

Arjo Group Hospital £85m 

(Sweden) equipment 

PJ Carroll Cigarettes £67 m 

(Ireland) 


Hardwicks Chemical (US) Chemicals 


BIDDER/INVESTOR TARGET SECTOR VALUE COMMENT 

Hot (Italy)/ Share and business swaps Telecoms to £1.5bn Startling 

CGE (France) rail equipme nt strategic link 

International Investor Home Insurance (US) Insurance £S3Sm Sale by 

group troubled AmBase 

Pepaico (US) Empreaa Gamesa (Mexico) Biscuit making £158m Pepsi expands 

snack business 

Mobfl (US) Tucker Hardwares (US) Plastic £97m Hanson sells a 

household goods IGdde asset 

CWB Capital Partners Arjo Group . Hospital £8Sm CWB Capital's 

(UK/Germany) (Sweden) equipment first deal 

Rothman's Int er na tional PJ Carroll Cigarettes EB7m Agreed bid by 

(UK) (Ireland) existing 

shareholder 

MTM (UK) Hardwicks Chemical (US) Chemicals £59m Anti-recession 

purchase 

Cle Generate des Eaux Colne Valley & Water supply £74.6m DTI approves 

(France) Rfcfcmansworth water (total) triple merger 

companies with Lee Valley 

General Motors (US) Diavla & Aura (Italy) Car parts £35m GM takas 75% 

manufacture ‘ stake 

Banests (Spain) Bodegas AGE (Spain) Wide exporting CtOiti' ' Guineas 

completes wine 
disposals 

Strategy was the key word In a hectic week for International M&A, writes Brian Bollen. The 
biggest new deal was clearly the complex share and business swap b etw e en Rat of Italy and 
France’s Compagnie Generate <f Etodrfctie, one of Europe's most significant cross-border 
co r porate links so far. 

The neat fit of businesses marks the start of a long-term strategic alliance and gives Rat the 
chance to concentrate on Hs core automotive businesses. It also boosts further CGE*s 
telecommunications operations and unites two major suppliers of raflway equipment in the run 
up to 1992 and Europe’s single market. 

The alliance also seems to have resurrected doubts In Italy about the future of the country's 
economy and its ability to compete in European and world markets. General [Motors 
demonstrated a degree of confidence in Kalian industry with Rs purchase of 75 per cent of Diavla 
and Aura, makers of car air conditioning equipment This Is seen as an Important growth market 
In western Europe. 

US soft drinks maker PepsiCo’s purchase of Mexican biscuit maker Gamesa reflects Its strategy 
of expanding in snack foods, the fastest-growing part of Its operations. PepsiCo said R was 
a ttract e d to Its second-largest international food acquisition by Mexico’s economic progress and 
Hs government’s commitment to free market policies. 

Swedish determination to expand internationally was further illustrated by the Involvement of 
Trygg-Hansa In a bid for US-baaed Home Inaura nee Co. Sweden's second-biggest pr i v ate 
Insurance company forms pert of an Inte rna tional consortium wtrich has acquired Home 
insurance, put up for sale earlier this year by the troubled AmBase Corporation. 


Sou re* FT Mwgoio & Acqutettfona Intemsttoral 


Colne Valley & 
Rfckmanswortfi water 
companies 

Diavla & Aura (Italy) 


Bodegas AGE (Spain) 


Water supply E74.6m 

(total) 

Gar parts £35m 

manufacture 

W7rie exporting CfOrii' 



EVEN 

BLUE CHIPS 
SOMETIMES 
GET FRIED. 


Your customers might have the longest pedigrees in the 
business, but they can still go bust. 

We’re Europe’s leading credit insurance broker, 
specialising in putting together cost-effective cover to 
suit the particular needs oF our clients. 

That can mean anything from a simple one-off 
catastrophe policy to a highly structured programme 
of risk protection in multiple markets. 

CIA 


The Credit Insurance Association Limited 

13 Grosvenor Place. London SW IX 7HH. Tel: 071 235 3550 


WESSANEN 


KONINKLUKE WESSANEN NV 


Notice of an Extraordinary General Meeting 
of Shareholders, 

to be held at the Marriott Hotel, Stadhouderskade 21, Amsterdam 
at 10 a.m. on Monday. October 29, 1990 

The Agenda, the sole item of which is two appointments to the Board 
of Managing Directors, is available tor inspection from today at the 
Company's office, Prof. EJrf. Meijerslaan 2, Amstehreen and can be 
obtained free of charge by those who are entitled to attend the 
meeting from the Amsterdam-Rotterdam Bank NV, Here n aracht 597. 
101 7 CE Amsterdam. 

As provided lor In Article 28 of the Articles a! Association, 
shareholders may attend the meeting and speak or cast their vote, or 
may be represented for these purposes by a proxy duly authorised in 
writing, provided that written notification of their Intention to do so is 

reeled ty the Bo^ot Managing Directors by October 24. 1990 at 
the latest fin case of proxy, the written authorisation is to be included). 

As provid ed for In Article 28 of the Articles of Association holders ol 
deposrtaiy receipts for shares may attend and speak at the meeting. 

^ ? P™ 9 duly arborised *i wring, provided 

receipts with the above-named bank 
24 - 19 9° 5 ** latest ln case of proxy, the written 

** rec ^ ed ** BQ6rd Managing Directors 

*2^?**" 10 of toe Press upon 

the production of their Press pass. 

The Board of Managing Directors 
Amstwveen. October 8, 1980 


KoninWUke Wessanen NV 
P-O. Box 410 
1 180 AK Amstelveen 
The Netherlands 
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By Barnard Simon in Toronto 

CANADA'S banirfng industry 
appears "to be smoothing the 

over iovritoh^^some of the 
country's, biggest financial 
institutions. . 

Ms H ^ ptl president 

of the flarreriimv narrirwrB Asso- 
ciation, told a group of interna* 
ti rmai bankas in Montreal that 
the federal government’s 
recent proposals fin* fiwnttniai ( 
services reform seem to 
reverse a long-standing aver- 
sion to mergers of large finan- i 
dal institutions. i 

“Our interpretation of the 
new policy and our fervent ] 
hope - is that in the future ! 
the government won’t auto- 1 
mafkafly preclude the merger i 
of two large institutions by 1 
sole reason of their size.” { 

She noted that Canada’s six i 
big banks, some of which used s 
to be in the top rank of inter- { 
natio nal banks, have been < 
overtaken in size by many of ] 
their foreign competitors. The 
biggest bank. Royal Bank of j 
Canada, has assets of about I 
C$12Sbn (US$l08.6bn). While i 
still among the top half-dozen i 
North American institutions, it 1 


Is now dwarfed by many Japa- 
nese and European banks. 

Ms Sinclair said gfa* ba rf no 
knowledge of any mergers 
under consideration. But many 
observers of the Canadian 
banking industry have pre- 
dicted an amalgamati/m within 
the next few years. 

The two banks most often 
mentioned as potential merger 
candidates are Bank of Nova 
Scotia, which has significant 
management problems, and 
Quebec-based National R«r»k of 
Canada, the smallest of the six. 

The government said its pro- 
posals, published late last 
month, “create a framework 
for strong national institutions 
serving the flanarfian interest 
By opening new avenues of 
growth for Canada’s fmamria) 
institutions, the policy wflj 
strengthen their ability to meet 
the new challenges thwft have 
evolved in the global market- 
place”. 

The last significant merger 
in the Canadian banking farina , 
try took place almost 30 years 
ago with the creation of what 
is now Canadian Imperial 
Bank of Commerce. 


Notice to Lombard Depositors 


The toflowing interest rates wifi apply from 8th October 1 990 
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When the balance Is £5j000 and above 
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When thu balance is below £5000 
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Interest fas credited quarterly 
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When the balance is £5j000 and above 
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9-500£ |7-410£ |9- 

Interest is credited quarterly. 
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The Compfete Finance Service 



Deposit Accounts 
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plans sale of 
49% stake 

By Kerin Hope in Athens 

OLYMPIC Airways, the 
state-owned Greek carder, is 
prepared to sell a 49 per cent 
stake to another airline, 
according to a senior company 
official. 

The airline is already in 
touch with several European 
airlines who have expressed 
interest, among them Swissair 
and the Dutch carrier ELM. 
However, given Olympic's 
accumulated $7 00 m debt and 
expected losses this year of 
more than Dr25bn ($16flm), no 
early decision Is foreseen. 

Assets total $60 Qm and 
annual turnover is almost 
Slbn. But with more than 
12,000 employees, the com- 
pany is also considered by ana- 
lysts to be heavily overstaffed. 

The airline Is obliged to 
maintain flights to remote 
Aegean islands during the 
winter months. Olympic has a 
fleet of 32 aircraft, mostly Boe- 
ing and Airbus, which is grad- 
ually being renewed under an 
$800m purchase plan launched 
earlier this year. 

The carrier's meals subsid- 
iary, Olympic Catering, Is 
already up for sale. With 
losses forecast at DrfLtfm this 
year, half its 2,000 workforce 
whs dismissed last month. 


UAL staff group 
says it has plan 
to put to board 

UNITED Employee Acquis- 
ition, the company organised 
by United Airlines staff with a 
view to a buy-out of the US 
carrier, yesterday said it has 
come up with a proposal to put 
to the UAL board tomorrow, 
writes Our Financial Staff. 

The offer will not include 
bank financing: The cash por- 
tion would come from vendor 
ftnanring , sale /leasebacks mH 
other equipment financing, 
employee investments and 
cash on hand. Mr Gerald 
Groeenwald, chief executive of 
the buy-out group, said: 
“While we are not prepared to 
put a precise value on the pro- 
posal, we are confident that 
such value is sabstantmfiy in 
excess of the current market 
price of_.UAL_ stock.** UAL 
stock dosed ou Friday at 
9103K, down $2%. 


This advertisement is issued in accordance with .foe regulations of The Slock Exchange. The Council 
of The SuxdcExchange has agreed to admit afi foe existing Ordinary shares of 1 0p each in the Company 
to foe Official List It is expected that admission to foe Official List will become effective and foet 
deatoqs wffl commence today, Monday 8th October 1 990. 
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Announcements Office. The Stock Exchange. 48-50 Finsbury Square. London EC 2. and up to and 
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Ashtead Group PLC Barclays de Zoete Wedd Limited 

Ashtead House . Ebb^te House 

Crouch Industrial Estate , 
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Citicorp to lodge 
appeal against Fed 
insurance ruling 


This announcement appears as a manor of record only 


September 1990 


By Nikki Tait in New York 

CITICORP, one of the largest of 
the US commercial banks, 
plans to lodge an appeal 
against the recent decision by 
the Federal Reserve Board 
which bars it from continuing 
insurance activities at its Dela- 
ware unit, a Citicorp spokes- 
man pa i d 

Citicorp said it had filed 
notice of appeal with the 2nd 
Circuit Court of Appeals in 
Manhattan. 

The Fed made its ruling on 
September 4, following a 
change last May in Delaware 
law that permitted banks to 
sell insurance nationwide 
out of their Delaware subsid- 
iaries. 

Under the terms of that leg- 
islation, assets, liabilities 
records of the insurance units 
had to be kept separate from 
those of the bank. 

In addition the banks were 


limited to investing no more 
than 25 per cent of total capi- 
tal, surplus and undivided prof* 
its in insurance operations. 
Moreover, there was a compan- 
ion. banking bill which limited 
banks' marketing operations to 
Delaware residents. 

But the insurance industry, 
worried about the encroach- 
ment of the ha Tike on to its 
own territory, spent two years 
fighting the Delaware bilL 

It claimed that the banks 
would bring unfair competition 
to a market which is already 
highly competitive. 

Analysts said that the inabil- 
ity to sell insurance would 
make little difference to Citi- 
corp, or other banks, in the 
short-run. 

However, in the longer term, 
insurance operations could 
potentially be an important 
source of income for banks. 


JCI claims South Deep 
likely to be low cost 

By Philip Gawtth in Johannesburg 


JOHANNESBURG Consol- 
idated Investments said that, 
not only was its South Deep 
project area “probably the larg- 
est and most important known 
gold orebody remaining to be 
exploited," but it was also 
likely to support one of the 
lowest-cost mines in South 
Africa. 

It estimates gold could be 
produced at only Rl?,900 
($6,992) a kilogram, compared 
with the industry average of 
R25.000. The gold price is cur- 
rently about R32.000 a kilo- 
gram. 

The information accompa- 
nies the listings prospectus of 
the South Deep Exploration 
Company (Soudex) which will 
be the exploration vehicle for 
the project 

SouthDeep, adjacent to JCTs 
Western Areas mine, will be 
raising R231.6m ($90.46m) 
through a rights offer to fund 
continued exploration and 
mine development at the proj- 
ect 

The formation of Soudex is 
part of a transaction which 
includes tht» financially ailing 
Western Areas mine ceding its 
rights in the South Deep proj- 
ect as a way of clearing its 


Rhone-Poulenc 
expects earnings 
per share to fall 

RHONE-Poulenc, the French 
chemicals group, expects earn- 
ings per share to decline to 
about FFr40 in 1990, compared 
with FFr66.1 in 1989, according 
to Mr JeanPierre Tirouflet, its 
chief financial officer. Renters 
reports. 

Mr Tirouflet said the com- 
pany might cut its yearly divi- 
dend by 10 per cent in 1990 due 
to expected lower earnings. In 
1989 the group paid an annual 
dividend of FFr33.75 per share. 
He said that while the com- 
pany would not reach its target 
of 15 per cent earnings per 
share growth in 1990, it expec- 
ted that goal to be reached by 
1992 or 1993 due to its recent 
acquisitions. 

Mr Tirouflet said the fall in 
earnings was mainly due to 
lower profits in its Brazilian 
business and currency differ- 
ences. He also cited charges 
from the company’s acquisi- 
tions including the 66 per cent 
interest in Rorer of the US. 

He said the company’s dives- 
titure plan was continuing. 


debts. 

Mr Kennedy Maxwell, chair- 
man of JCTs gold and uranium 
division, said that they consid- 
ered that South Deep was a 
“most extraordinary and excit- 
ing project". 

He stressed, though, that no 
decision would be taken about 
opening the mine before the 
end of 1991 as the group 
wanted to be as sure as possi- 
ble about the project. 

He added that the total 
resource in the South Deep 
project area was over 780m 
tonnes, which translated into 
116 m tonnes of mineable ore 
after applying a mining cut-off 
grade. 

The in situ grade of this ore 
was 9 grams of gold per ton 
ami the recovery grade would 
be in the order of 7Jig/L 

At an estimated milling rate 
of 180,000 tonnes per month the 
mine would have a life of 
about 40 years. 

Mr Maxwell said that the 
mine would cost about ]&2bn 
in today's terms, but cash 
requirements would be around 
Rlisbn as the mine would earn 
about R400m revenue in its 
first seven to eight years of 
operation. 


Piaggio takes 
26% stake in 
India’s LML 

By Haig Simonian in Milan 

PIAGGIO, the Italian 
engineering company which 
makes Vespa scooters, has 
taken a 26 per cent stake in 
LML, the quoted Indian motor- 
scooter maker, as part of a 
joint venture to develop the 
production of two- and three- 
wheeled vehicles In India. 

The Italian company, which 
has had a 5 per cent interest in 
LML since October 1989, is 
paying about $5m for the addi- 
tional shares, which will come 
bom a special capital increase 
reserved for Piaggio. 

LML, based in Kanpur, has 
produced a variety of Vespa 
models under licence since 
1982. It accounts for 20 to 25 
per cent of the Indian market 
in motor-scooters. 

Mr Gustavo Denegri, Piag- 
gio’s chairman, said the deal 
would allow the Italian com- 
pany to expand in India and in 
conjunction with LML, encour- 
age exports to other markets 
in south-east Asia and Africa. 1 
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and that dealings mil commence on 6th October 1990. 
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UK GILTS 


ERM elation set to boost trading 


SPECULATION about further 
cuts in base rates, together 
with the euphoric aftermath of 
Britain's entry into the Euro- 
pean exchange rate mechanism 
(ERM), looks likely to boost 
trading In gilt-edged securities 
over the next Sew days. 

After Friday’s announce- 
ment about ERM entry, cou- 
pled with the decision to cut 
interest rates by I percentage 
point from today, prices for 
gilts shot up in a few hectic 
minutes. 

The benchmark Treasury 9 
per cent bond maturing in 2008 
jumped by roughly two points 
to close on Friday night at 
above 86, well up on the level 
of 83% a week before. 

The announcement breathed 
new life into a gilt market that 
had become depressed and 
moribund over the past few 
weeks. 

But to what degree the ERM 
elation will continue to buoy 
the market in the longer term 
is diffi cult to judge. 

Gilts gained on Friday night 
partly because many investors 
believe they can look forward 
to further interest rate cuts. 
That should reduce gilt yields, 
particu la rly for short-duration 
bonds, and increase prices. 

Second, many fund manag- 
ers - especially from outside 
the UK - are likely to look at 
gilts more favourably with 
sterling buttressed by Britain's 
ERM membership. 

A third reason for gilts sud- 
denly looking a better bet from 
an investors' point of view con- 
cerns the impact of Friday's 
ERM announcement on likely 
Inflation trends. 

UK inflation, running at 
more than 10 per cent a year 
and roughly twice the west 
European average, has been 
perceived as a big stumbling 
block to early ERM entry. 

The fact that Britain is now 
part of the mechanism sends 
two signals - one direct, the 
other indirect - about Infla- 
tion. Both are helpful to the 

gilt market 

Over the longer term, 
Britain's joining the ERM 
should tie the UK’s economy 
closer to the other large Euro- 
pean countries - Germany in 
particular. 

In theory this should mean 
UK wage settlements are closer 
to the European average and 
dampen Inflation resulting 
from excessive pay rises. 

ERM entry at the relatively 
high central rate of DM2.95 
should make imports cheaper, 


also hel ping the infla tion bat- 
tle. 

The indirect message is that 
the government appears to 
believe that, on the evidence of 
chang es in the money supply 
and other economic indicators. 
It is getting UK inflati on under 
control. Otherwise Mrs 
Thatcher, for one, would not 
have agreed to Britain joining 
the ERM. „ , , 

The political impact of this 
general statement about infla- 
tion. whatever the realities of 
the matter, will have some 
impact on guiding expectations 
in the gilt market about retail 

The Indirect message 
is that the government 
appears to believe, on 
the evidence of 
changes in the money 
supply and other 
economic indicators, 
it Is getting UK 
inflation under control. 

price trends in the next year or 
so. 

The immediate outlook for 
gilts is linked to a number of 
factors related to the ERM 
question: 

• More interest-rate cuts 
might be on the way. Some 
economists believe the govern- 
ment might bring the base rate 
down to as little as 12 per cent 
by the end of the year. . 

Cuts in rates of this kind 
might be forced on Mr John 
Major, the Chancellor, possibly 
by further signs of an impend- 
ing recession. 

Another aspect is that ster- 
ling's new-found stability 
within the ERM is likely to 
attract large capital inflows via 
the foreign exchange markets. 

Some think that the inflows 
could force the pound against 
its upper limit in the ERM 
band. Interest rate cuts would 
have to follow to make the 
pound less attractive. 

Speculation about further 
interest-rate cuts is one reason 
why gilt prices at the shorter 
ftn d of the mar ket are likely to 
continue to Increase over the 
next few days, with yields 
going down. 

The prices of short-dated 
bonds are influenced largely by 
the relative attractiveness to 
investors of putting their 
money into ordinary bank 
deposits, rather than gilts. 


It follows that If base rates 
look like continuing on a 
downward path, fund manag- 
ers have less reason to favour 
tank deposits and will regard 
gilts in a better light. 

With prices of long-dated 
bonds less affected by discus- 
sion about likely interest rate 
adjustments in the near term, 
all the signs are that the shape 
of the yield curve for gilts will 
change in the next few months. 
The downward slope - with 
yields higher at the short end 
- will flatten out as investors 
start to expect a return to 
lower interest rates. 

• Cuts in interest rates have a 
double-edged impact on infla- 
tion. One Is positive, the other 
negative. L , 

The 1 per cent cut already 
announced will influence the 
UK price-rise index almost 
immediately, by reducing the 
size of homebuyers’ mortgage 
repayments. 

This should mean that - 
even though next Friday’s 
announcement of UK retail- 
price changes for September 
will almost certainly see little 
change in the aminal inflation 
rate - will start to 

drift down by the end of the 
year. 

But the easing in interest 
rates could expand overall 
demand levels, giving .inflation 
an unwelcome kick in the 
other direction. The govern- 
ment hopes, however, that the 
high exchange rate will have a 
restraining effect on any price 
rises. 

Another factor that may 
limit any acceleration in price- 
rise trends due to a relaxation 
on interest rate policy, is the 
underlying level of demand in 
the economy. 

On the evidence of surveys 
from industry, this is generally 
reckoned to be low. 

Such a stale of affairs will 
probably be confirmed today 


when the government is likely 
to announce that average 
prices of manufactured goods 
have risen over the past month 
by a tiny amount 

• New gilts issues by the 
pank of England may be made 
more likely by ERM entry. The 
gilt market has been starved of 
issues since October 1988. a 
consequence of the govern- 
ment’s policy of repaying 
national debt rather than run- 
ning a deficit on public spend- 
ing. Anything that breaks this 
dry spell would help the mar- 
ket by boosting the availability 
of gilts and increasing trading. 

New edits issues over the 
next six months are already 
highly probable. That follows 
from the higher than expected 
spending by many government 
departments and from the fact 
that the Treasury is this year 
likely to gain far less tax 
income than it would have 
liked - one effect of the busi- 
ness slowdown. 

But the likelihood of new 
- gflte hitting the market in the 
near future has been given a 
firm boost by ERM entry. 
Assuming that due to foreign- 
exchange speculation the 
pound rises to somewhere near 
its top ERM level, the govern- 
ment has another weapon 
besides interest rate cuts 
which it can use to depress 
sterling. 

In such a circumstance, the 
R ank of England would be 
forced to sell pounds to 
damp en demand, increasing its 
own foreign-exchange reserves 
awl in turn expanding the vol- 
ume of sterling on deposit 
within the UK bulking system. 

The amount of liquidity in 
the system could become too 
hi g h , tn which case the govern- 
ment might be forced to soak 
up the excess pounds by issu- 
ing new gilts. 

Peter Marsh 
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US MONEY AND CREDIT 1 J 4 - 

Mixed feelings greet Bush budget 


*TM asking in my heart, 1 * sang 
Gertrude Lawrence, several 
decades ago, “what now?" Buf- 
feted by last week's events, US 
bond traders might be tempted 
to join in the refrain. 

After weeks of waiting and 
watching every nuance and 
nudge from Washington with 
intense interest, the bond mar- 
kets were finally rewarded by a 
US budget agreement at the 
beginning of last week. 

Quite what this deal 
amounted to, was a matter of 
dispute between Wall Street 
analysts. A fair n umb er viewed 
it as spurious, based on shaky 
economic assumptions. 

"Incredible and farcical,'’ 
claimed Mr Robert Brusca, 
chief economist at NXkko Secu- 
rities, arguing that the inabil- 
ity of the agreement to cut 
even SlOObn from spending 
within year one scarcely boded 
well for the aim of a $500bn cut 
over five years. 

But others were more com- 
plimentary: "We are impressed 
by the budget deficit package 
that has been developed by the 
budget summit, " suggested 
Donaldson, Lufkin & Jenrette, 
the Wall Street brokerage. 

"It achieves a $500m deficit 
reduction over five years... it 
reduces the fiscal 1991 deflect 
as a percentage of GNP to 
below the fiscal 19%) estimated 
level even though the economy 
is in recession; it establishes 
spending caps; and, the eco- 
nomic assumptions for 1991 are 
generally realistic." 

The bond market, mean- 


while, was prepared to pay 
these niceties a passing glance 
and scythe to the heart of its 
own concerns. The package, It 
decided, was probably suffi- 
ciently credible to permit Inter- 
est rates to ease. That, in turn, 
was enough to push the 
bellwether 30-year Treasury 
bonds a full point higher on 
Monday, to yield &84 per cent, 
against around 9.16 per cent a 
week earlier. Three-month 
Treasury bills, were sold at an 
average discount rate of 7.18 
per cent in the weekly auction, 
the lowest level in nearly two 
years. 

Moreover, In a rare piece of 
fortuitous timing, Saddaam 
Hussein decided to issue more 
conciliatory noises; the outlook 
for off prices, and by implica- 
tion. infla tion, improved, and 
that too added to the bond 
market's cheerfbl de m eanour. 

Midweek, the market had 
two official signals to deal 
with. On the one hand, the 
Federal Reserve’s policy-mak- 
ing Open Market Committee 
met, but appeared to decide the 
Hmp was still not ripe for any 
action on interest rates. 

Minutes of the previous end- 
August meeting, released late 
on Friday, suggested members 
bad different assessments of 
the inflationary danger. 

They had been prepared to 
leave policy unchanged for 
"some initial period”, although 
there was an underlying incli- 
nation to ease in response to 
recessionary trends evident 
prior to the Kuwait crisis. 
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Then, on Wednesday, there 
was the more palpable encour- 
agement from Mr Alan Green- 
span, of the Federal 

Reserve. The budget package 
was indeed “credible" the 
condition which be had previ- 
ously suggested was necessary 
before any interest rate move- 
ment could take place. Again, 
bond prices moved higher, but 
on this occasion their gains 
were subsequently clipped by a 
new surge in cal futures. 

But by the weekend, the bud- 
get deal was being kicked 
again around the political 
arena. The House of Represen- 
tatives voted it down by a wide 
margin and all the market's 
expectations were on hold. 
Bond prices greeted the news 
with some sharp downward 
movements in early tra ding on 
Friday, but had largely cor- 
rected this by the time the 
market closed. 


Helping sentiment was the 
September employment data, 
which showed the civilian job- 
less rate moving up by 0J. per- 
centage point to 5.7 per cent. 

All proof of the economic 
slowdown is welcome because 
of pressure it puts on interest 
rates, even if, in this case, the 
enthusiasm was tempered by. 
accompanying news of a 0.5 
per cent rise in average hourly 
earnings last month. And there 
matters stand. The prevailing- 
conviction is that rates are 
coming down and that the 
recessionary concerns are 
starting to gain an edge over 
the inflationary ones. 

That, in turn, amply explains 
the week's overall reduction of 
some 16 basis points in the 
long bond yield, dosing at 8.78 
per cent, while shorter end at 
the market fared even better. 

Nikki Tait 
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This annou nc ement appears aa a matter of record only 
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FALCONBRIDGE INC. 
C$ 2,000 million equivalent 

refinancing of its acquisition of 
Falconbridge Limited 


TRELLNOR INC. 

US$ 950 million 
Term Loan Facility 

Guaranteed by 


noranda 


TREllEBORGV 


The floral BMt ol Canada 
Ttw Bank M Nm ScaUa 
Snap Credit Lyoanli 
DtnAw Bank Laxantavg SJV. 
uatao Bank of Swttmtend 


Santenfan-RoHanlain Bank (LV. 
DG BAKU Lanmbearg S.A. 

Tfea Sumitomo Bank, UtnlM 


ASM Bask Canada 
Krafletbank H.V. 

Ttw Sam Romo Trust and Banking Co., lid. 
Swiss VoUalnnfe No-rtrttan* 


Cnffl national 

Arab Bank PIC, Lmw Burxn 

Bank Lao 


inn Pmttank Greet N.V. 


Senior Lead Managers and Underwriting Banks: 

Swiss Bank Corpora tio n 
Bardavs Bank FIX 
Ciadll Suisse 

HaUooal Wmantater Bart PLC 


Lead Managers 

AMZ Bank Canada 
Generate Bask N.V. 


Managers. 

Tin Bank ot Haw York 

Ttw tWtsoUsM Trad and Banking CerparaUan 


Participant 

Ttw Datwa Bank, Untied 
ASLK-CGER Bank 
Bangoo BmzeBes Lambert SJL 
Deo Dimka Bask 

Facility Agent 

Royal Bank ot Canada Europe Limited 

Arranged by 


Baek ot A m e rica 

Canadian Imperial Bank ot Commerce 
Deutsche Bank Unemboani S-A. 
Skandtemriska EnsUlda Bantam 


Tko DaMcM Kaagyo Bank, Lb). nb» r«rt Bfww. 

«»m« e-M-t i Group 
WesUeatscfee Undmteu* OrazBotnta 



ROYAL BANK OF CANADA 
EUROPE LIMITED 



DSL Bank Luxembourg SA 
B unttit i kM 

Smsfca Handetabankan 
Wastpac Banking Corporathm 


Arab Banking Corponttaa (BSC) 

Banco Central 
Banqna tndosaaz 

Tba Mi tad Trait A BinMau Co.. Ltd. 
Hordtinanz Bank Zorteb, Nanu Ebancn 


Swiss Bank Corporation 

Investment Banking 



FALCONBRIDGE INC. 

C$ 900 million 
Secured Term Loan Facility 


Canadian Imperial Bank of ComflMKft 

Toronto Dominion Bank 

Calm santnrio OasfirdlM 

Uttefl Bank of Saritzariaad (Crania) 

Bence Ceenaardele Hailraa of Canada 

Lenders 

Tko Royal Book of Canada 

Chemical Bank nf Canada 

Credit Lfoanah Canada 

Bugra MBraslo do Parti (Canada) 

TIM Bank of Nora Scotia 
mtiflaal Bade of Canada 

National Tint! Company 

Total Bank Canada 

Montreal Trail Company of Canada 


Agert; 

Canadian Imperial Bank ol Commerce 



Arranged by 


noranda 


TREllEBORGV 
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Few will celebrate 
yet on base rate cot 


TODAY’S cut in inter est rates 
wm save debt-strapped British 
companies nuffions of pdtmds 
In interest .dunces. But, with 
bant base rates still at 14 per 
cent, few will be celebrating. 

However, sterKng^s member- 
ship of the exchangE cate 
mechanism of the. European 

Monetary System may suggest 

to some companies a way of 
reducing interest charges: bor- 
rowing in D-Marks. 

After the peseta joined the 
ERM, Spanish w w wpawtaa did 
just that, farther exaggerating 
the inflows of capital that have 
proved such a headache for the 
Spanish, authorities. 

Spain’s companies were fur- 
ther encouraged to borrow 
abroad by the relatively expen- 
sive credit being provided by 
their domestic banks, partly 
because they are required to 
hold a huge proportion of their 
assets with, the central hanir. 

Although this does not apply 
in the UK case, companies tW 
do not feed a sterling devalua- 
tion in the ERM is imminent 
may well take the view that 
short-term borrowings in 
D-Marks are not too risky. 

Credit worries in both the 
US and UK have led the 
world's commercial paper mar- 
kets to focus, even more care- 
fully on credit risk, and many 
lesser credits now find the 
commercial paper markets 
closed to them. But it’s easy to 
forget that for many compa- 
nies, these, markets offer an 
important source of funding. 

Booker, the tJK food and 
agricultural concern most 
widely known for its sponsor- 
ship of the eponymous literary 
prise, has just relaunched its 
sterling commercial paper pro- 
gramme. The £150m pro- 
gramme mn tfling two interest- 
ing features. The programme 
has brought in Barclays de 
Zoete Wedd, mfrintag n - 

and NatWest Capital Markets 

— nn/torltnfng . thp hiffHwdt^ 

importance of UK clearing 
hflViira in sterling CP market. 
Also, probably for the first 
time in a sterling' CP pro- 
gramme, Booker will pay its 
banks fired fees for pladng the 
paper. Instead of- expecting 
than to make a “turn" out of 
the difference, between the - 
buy-in price and the selling 
price. 

fired fees are usual in the 
US mark et, but have not made 
much of an inroad into the .. 


. Eurocommercial paper and 
sterling CP markets. 

That may change however, 
as competition am/mg hanlfM in 
the CP markets dwindles and 
as, in these difficult 
companies become more con- 
cerned about their relation 
ships with banks. 

Sterling, the US subsidiary 
of Ratners, the UK jewellers, 
has laun ched a S300m revolv- 
ing credit facility. Ratners, 
which bought Sterling in 1987, 
is in the process of completing 
its acquisition of Shy Jewel- 
lers, but the revolver is not 
related to either acquisition. 

The three-year facility pays a 
mar gin of 25 basis points over 
the London interbank of fe r ed 
rate for the first 50 per cent of 
the b or rowing; if more than 50 
per cent of the facility is takpn 
up, the margin rises to 35 basis 
points above Labor. The com- 
mitment fee is % point. 

Chase Investment 
Barclays Bank are joint 
arrangers of the transaction, 
with Barclays also acting as 
agent. Front end fees are 10 
hank pntwfca for lftad managers, 
invited for $25m each, and 7% 
bass points for managers, at 
$15m apiece. The facility is 
guaranteed by the Ratners 
Group. If the consolidated 
interest cover of Ratners falls 
below four to one, the margin 
rises by V» point and the com- 
mitment fee by & paint The 
facility may be drawn by Ster- 
ling and any of its subsidiaries, 
and by Kay, once the acquisi- 
tion is completed. 

Cassa di RIsparmio di Roma 
has gt gnod an ngr*wnwit for an 
Ecu325m term loan through 
Manufacturers Hanover, bring- 
ing to Ecu525m the funds 
raised in the market this year. 

The tamWrig group, the fifth 
-largest in Italy, is paying 25 

bjwna jwfntg over T.fhrw for tile 
fends. Last repayment will be 
in U years time. 

In Scandinavia, a credit for 
Veltsiluoto Oy of Finland, 
■arranged by Mitgt ibiahf R* nl k 
and Union bank of Finland, 
has been increased to SUOm 
after success in syndication, 
while National Westminster, 
Amsterdam-Rotterdam, Indus- 
trial. Bank of Japan and Sven- 
glra HandalBhanlmn are arrang- 
ing a credit for Svens ka 
Ge&ulosa. 

. Stephen Fuller and 
.: . Tracy Corrigan 


JUNK BONDS 


Traders contend with the good, the bad and the ugly 


AUGUST and September were 
the worst months ever for the 
US junk bond market Abso- 
lute bond yields are at an 
all-time hi g h, as are yield mar- 
gins relative to US Treasuries. 

Since Iraq’s invasion of 
Kuwait, Salomon Brothers 
Composite High-Yield Index 
fell 4.72 per cent in August and 
5-91 per cent in September. 

The Middle East crisis 
appears to have triggered the 
latest plunge by bringing to 
the forefront concerns about 
economic recession, a harbin- 
ger of doom for junk bonds 
(debt issued by sub-investment 
grade, often highly leveraged 
companies). On average, junk 
bonds are now yielding around 
18 ‘A per cent, and the yield 
spread over treasuries has wid- 
ened about 200 basis points to 
1,000 basis points. 

The tiering of the market, 
crystallised by the the demise 
of junk bond firm Drerel Burn- 
ham Lambert, has accelerated 
further. 


“it’s the good, the bad and 
the ugly," said Mr Ken Mon- 
aghan, director of research at 
Salomon Brothers Interna- 
tional. 

Salomon’s “safest of high- 
yields" portfolio consisting of 

hi gher quality names SUCh 8S 
Time-Wamer and Safeway out- 
performed the rest of the mar- 
ket. These companies are gen- 
erally less leveraged, often 
because the debt is not the 
product of leveraged buy-outs 
or recapitalisations. 

There has also been increas- 
ing differentiation between sec- 
tors, with heavy industry and 
casinos highly vulnerable, 
while energy and diversified 
consumer companies have 
proved more resilient. 

The scale of recent losses 
seems to have changed inves- 
tors’ perception of high-yield 
products once and for alL 
Much of the debt is now trad- 
ing like equity, creating fresh 
investment opportunities. 

“An instrument which yields 


IS per cent is dearly a debt 
instrument A 30 per emit yield 
tells you that payments and 
redemption may not be timely 
and that has to be treated as 
an equity-type investment,” 
observed Mr Monaghan. 

Bondholders know that their 
obligations stand to be paid off 
first and they hold a strong 
suit if a company is forced to 
renegotiate its debt 

Several large funds have 
been put together over the past 
few months. For example, 
Goldman Sachs recently com- 
pleted a J783m fond to invest 
in the debt of distressed com- 
panies. Unlike some other 
funds. Water Street Corpora- 
tion Recovery Fund can bear 
bank debt as well as junk 
bonds. 

“Our Interest Is in persuad- 
ing a company to restructure 
in a way that is profitable for 
the fond's investors," said Mr 
Mikael Salovaara, the Goldman 
partner in charge of the fond. 

This may mean that new 


debt or equity is issued in 
place of junk bonds, or that the 
bonds are redeemed. 

A series of funds is now 
being developed, mainly by 
institutions and large private 
investors rather than invest- 
ment banks, to play on various 
aspects of investment in dis- 
tressed companies. 

Another way of investing in 
the junk bond market is 
through collateralised bond 
obligations (CBOs), a number 
of which are also said to be in 
the works. 

A portion of equity is used 
as collateral to borrow a large 
portion of the funds which go 
to create a junk bond portfolio. 
The interest flow from the 
bonds pays the interest on the 
loan, while any surplus is 
pocketed by the equity inves- 
tor. Any losses on the portfolio, 
however, are absorbed by the 
equity portion. 

For traders, too, there have 
been opportunities. Some have 

tried to take advantage of the 


market's weakness by storting 
frying, although this has been 
a difficult exercise in a market 
which is tough to trade at the 
best of times. 

According to Mr Robert 
Long, a managing director of 
First Boston, a new type of 
investor has entered the mar- 
ket, while traditional buyers 
are sidelined. 

“Money is coming out of 
equity into high-yield debt [of a 
particular company] because 
bands rank above shares,” said 
Mr TiO ff g 

The possibility of a credit 
crunch adds to the complexi- 
ties of choosing which junk 
bond to buy. Some companies 
generating more than adequate 
cash flows now will need to 
refinance their debt through 
b ank loans in two or three 
years. 

"We are telling clients to 
stay away from companies 
which will need to refinance" 
one investment banker said, 
because of the high risk that 


banks will be unwilling to 
lend. 

The feet is that the market 
remains crowded with pitfalls. 
"You have to be able to sort 
out the gold from the fool’s 
gold.” said Mr Salovaara of 

Gol dman. 

Tracy Corrigan 
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NEW INTERNATIONAL BOND ISSUES 


Borrowers 
US DOLLARS 


Amount 

m. 


Maturity 


Av. IUe 
years 


Coupon 


Price 


Book runner 


Otter yield 
% 


Stiimano Industrial*# 
Energte Beheer Ned*land+ 
Shinto Electric* 

Natures Co.* 

Niigata Eng.*f 
NaLWestrainstsr Bk(o)A# 
BB(n)to 

Mitsubishi Capita]{k)+ 
Mitsubishi Capttat(I)+ 
Mitsubishi Capital(m)+ 
Nippon Columbia Co.t+ 
Finnish Exp£orp+ 

AUSTRALIAN DOLLARS 


200 

1994 

4 

5 

100 

Nikto Secs.fEurope) 

5.000 

300 

1995 

5 

a 

994* 

Morgan Stanley Int 

9.064 

110 

1994 

4 

(5fo) 

100 

Nomura Int 

. 

50 

1984 

4 

5*2 

100 

Dahva Europe 

5.500 

150 

1994 

4 

5 

100 

Yam alert InL 

5.000 

250 

2000 

10 

(o) 

100 

Salomon Bros. 

_ 

56.516 

2008 

18 

(n> 

100 

JP Morgan Secs. 

_ 

15 

2000 

10 

04 

102 

Mitsubishi Fin. 

. 

9 

2000 

10 

0) 

102 

Mitsubishi Fin. 

. . 

28 

2000 

10 

|m) 

1D0. 30 

Mitsubishi Fin. 

- 

100 

1994 

4 

5 

100 

Nomura InL 

5.000 

300 

1993 

3 

8*4 

101.17 

Morgan Stanley Int 

ft vx> 


IBM Australia^ 

f«W ZEALAND DOLLARS 

75 

1993 

3 

14 

101.95 

Weetpac 

13.172 

Shell Australia^ 

60 

1994 

4 

14 

102 

Hambros Bk 

11323 

D-MARKS 

Nippon Zaon Co.4# 

160 

1994 

4 


100 

Deutsche Bk 

5.250 

SWISS FRANCS 

Shrtokogto Ltd(a}**§4 

60 

1995 


4* 

100 

Bank Leu 

4.750 

SNT Corp{d>**94 

40 

1995 


5 

100 

Handelsbank Natwest 

5l000 

Selren Co.(e)**§^ 

120 

1995 


5 

100 

Bank Leu 

5.000 

Europaeische Hypo'bk/Hk^ 

50 

1994 


7*2 

100^ 

Deutsche Bk (Swttz) 

7^40 

FujlKura Rubb«r(i)**§4 

30 

1995 


5 

100 

Nomura (Switz) 

5.000 

Carton Coprer0)**§4 

60 

1994 


5 

100 

BcaJD'Svizzera Itallana 

4596 

Footwork ir»L(t)*** 

100 

1995 


5* 

100 

Bca.D'Svtzzera itallana 

5.875 

Erdoef-Lagergesolischaft^ 

55 

1997 


7*4 

101 h 

Wlrtschafls & PrtvatUc 

7i)18 

ANA Real Estate(phH4§« 

62 

1995 


4% 

100 

NBcto (Switz) 

4.875 

Okura A Co(q)**§4 

80 

1995 


5 

100 

Yamaichi Bk (Switz) 

5.000 

ECUs 


Borrowers 

STERLING 

Amount 

m. 

Maturity 

Av. Ufa 
years 

Coupon 

Price 

Book runner 

Offer ytetd 
?it 

Asda Ftnance(w)§4 

Halifax BkJng.Socloty(B)T ♦ 
CMS No£{v)t+ 

PESETAS 

73 

250 

225 

2005 

1997 

2027 

15 

7 

37 

10* 

(a) 

M 

100 

100 

100 

SG Warburg Sacs 
Warburg Sacs. 

JP Morgan 

10 750 

EIB(h)« 

lObn 

1995 

5 

14.35 

101 

Banesto 

14.050 

URE 

Export DevLCorp Canada^ 

ISObn 

1993 

3 

12*i 

1011)4 

I.Bancarlo S 'Paolo 

1222B 

DANISH KROt'ER 

Kredietbk lnLFIn.4 

300 

1995 

5 

10*4 

102 

Kredletbank NV 

10519 

Fin.Danlah lnd.4 

300 

1993 

3 

10* 

101*1 

K redial bank NV 

10.046 

YEN 

0tobank(l)**4 

I8bn 

2000 

10 

(1) 

100 >4 

Bk of Tokyo CapMkts 

. 

Stopbank(fl)4 

3bn 

1999 

8*4 

(g) 

91% 

Kankaku Europe 

. 

Unibank^ 

libn 

1982 

2 

a 

1011, 

Nippon Credit Int. 

6386 

LUXEMBOURG FRANCS 

Volvo R nance BV(b)^Ht# 

500 

1993 

3 

101, 

1011s 

BGL 

9.527 

Postipankki(c)**^ 

750 

1996 

5.416 

101, 

101.65 

Credit European 

9.691 

Skopbank*-*-^ 

300 

1993 

3 

101, 

101^4 

BCEE 

9428 

B'qua Indoeuez (Parte)**# 

300 

1996 

5ia 

10^ 

102 

Banque Indoeuez (Lux.) 

9.612 

Univorsilo of Quebee(u)# 

Ibn 

1995 

5 

101, 

102 

BIL 

9.603 

CL Belgium Fin.(x)**4 

300 

1995 

5 

10 

101.70 

Credit Lyonnais (Lux.) 

9^57 

NedUoyd Beheer BV**# 

500 

1983 

3 

103, 

101.95 

BGL 

9.597 


Republic o I ttatyfot# 


ibn 


2005 


15 


M 


100 Bco. di Roma 


♦OPili MM plaewnenL (Comenlble OWIth equity warrant*. tFkwttng rat* noM. +VarUM« rat note*. *Rnal hrm ft) Pm option 9U3/B3 110&S 
*o yWd 4634%. Conversion premium fixed at 2JS%. b) Ferity tunottria wttfi axtaring Unbn dual from OcUwr 1800. Nen-caUaM. c) Imhm 
launched 2MVB0. Amount Menmaad from LMOOnm. Non-caMMo. d) Pul option 31/S/H Wfl<2% to yWd 1552%. Convanion pranrium lUed at 
2M%. a) Pus option SUMS lOB^S to yMd 4552%. Commrfton prnmtum fixed al 249%. q Coupon pay* uuor plus lor Br«t 9 months, then 
flxad pt 405% t h ere a fter. Q) Cuneocy-Unked ieaue. Coupon pay* 2Cbp over Van deposit rate lor Onu 9 months, then linked lo Yen/ Australian 
dollar rate thereafter. NofrcallaMo. ft) Matador issue. NothcaSable. 0 Pul option 31/3/83 109te% to ytetd 4547%. Conversion premium Diced at 
23%. I) Put option 3VU/82 108%% to yield 4594%. Conversion pretnhan flxad al 2.51%. k) Coupon peyn S-motnii Ltoor ptua ggftp lor first 2 
yean, than flxad at 111% thareaftar- Caflatrie from 22/10192. 1} Coupon pm Smooth Uoor ptua aobp lor Aral 3 yean, men flxad at 10% flwreaftar. 
CoBatrie hem 22/10/84 m) Coupon paya 3-month Ufaor p*ua 73-»p tor Ihet 2 years then. 2425 minus 3-tnonih Libor mutttpHed by 1.3 thare e We r . 
CoBatrie from 22/UM82. n) Coupon pays Wt»p over 8-month Libor, o) Initial coupon paya 9-monm Libor ptua 41975% men coupon payments eat 
quarterly by eflreemew between NaM/aet end Salomon Bros. In me event fled marpln cannot be apreed, coupon wU pay 3-month Ubor phM 
04%. p) Pur option 31/3/93 1T0te% to yMd 8703%. Conveteton premhan flxad al 24%. q) Pot option March 1883 109>/% to ytetd 4992%. 
Conversion prsmkan bead at 242%. r) Coupon pays 3-trexMH UfahL CaUable attar 2 year*, a) Coupon pays A% aver Smooth Libor. CaMMe al 
par from November 1884 coupon daw. q Early redemption 2S/UV91 «2% dsers aat og by VM eemt-anfuiatty. u) Euro-flux lasiia. Nomcallabio v) 
Coupon pnya Smotrih Ubor ptua ■*% mc r ea aln o s> Ubor plus te% after to years, w] CaUable train yean 5-8 If after price exceed* 130% at 
conversion price, men callable at anytime from ah year, x) FuPy tungttrie wttn exIaOna UrSOOmn deaf from November 1884 Nan-callable. Note. 
Yields ora calculated on AMD beam. 
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Tto French Liaison Committee - 
. for Central Balance-Sheet Data Offices 
(Banquede Fiance, Caisse des-D6pdte, Credit National, 
Direction tie la Ptevision, Institut National de la Statistique 
et des Etudes ficonomiques) 
organizes the 


15th JffTTERNAnONALMEEXlNG 
OF THE CENTRAL BALANCE-SHEET 
DATA OFFICES 


on 


PRODUCnVE AND FINANCIAL 
STRUCTURES OF FIRMS IN THE RUN-UP 
TO THE 1992 SINGLE EUROPEAN MARKET 

with 

-. Bank of England 
- Central dei Bfland 

CommissioD des Conunnoamds ^conomiqoes Europ^ennes 
' DeutscheBundesbank 

The rijeeting will be held on Nov ember 27, 1990 
at the MAISON DE LA CHIME, in Paris 
-■ For further information, please contact : 

Monique VIGNOLLES (CREDIT NATIONAL) 

TEL : 33 1 45509478 FAX : 33 1 45 55 89 58 


ABBEY NATIONAL PLC 
(Formerly Abbey National Building 
Society) 

£42,000,000 Amortising Subordinated 
Floating Rate 
Serial Notes due 1997 

In’ accordance with the provisions of the Notes, notice is 
hereby given as follows: 

* Interest period : 3rd October. 1990 to 3rd January, 
1991 

* interest payment date : 3rd January, 1991 

* Interest rate : 15.4375% per annum 

* Coupon amount - £38,910.96 

BANQUE- INTERNATIONALE A LUXEMBOURG 
- . SodGtt Anonyme 

AGENT BANK 


£200,000,000 

-AgtRF-y 
N^ONAL 

Abbey-National Treasury Services pic 

v / - Floating Rate Notes 1993 

b! accordance wHithe ptwlsions of the Notes, notice is hereby fipven, 

^fer tto three month b^ra^ Period from Octobe/5, 1900® January 

7 , 1991 the Notes w* cany an Interest Rate ot 15.0375% per annum. 
TheWerestpayatfe on theretewwt interest payment date, January 7, 
IflBlVtMw £387^7 per £ 10 , 000 prtncipd amront of Notes. 

By: The Chase Manhattan Bank, N. A 
LcrndbOrAgentBank 

Octobers, 1990 " ’ 


o 


Y AMATO EQUITY WARRANT FUND 
Socfete d’lnvestissenient k Capital Variable 
80, Place de la Gare 
L-1616 LUXEMBOURG 
R.C. Luxembourg B 30 342 


As the capital of die Sicav has fallen below two thirds of 
the minimum capital , the Board of Directors convenes the 
shareholders to an Extraordinary General Meeting of the 
Company, to be held at Howald, 55, rue des Scillas, 
on October 24, 1990 at 10.00 a.m. 
with the following agenda: 

Agenda 

1. Submission by the Directors of the question of the 
dissolution of the sicav to foe General Meeting, accor- 
ding to article 29 (1) of fee law dated March 30, 1988. 

2L Miscellaneous. 

In order to attend the meeting, the owners of bearer shares 
wall have to deposit their shues 5 dear days before the 
meeting at die registered office of foe Company or at one ol 
foe agencies of BANQUE DE LUXEMBOURG SA. 

The shareholders are advised that the Meeting will 
deliberate without attendance condition j»nd that decisions 
will be taken by a simple majority of the shares present or 
r e pr e se nted at the meeting. 

The Board of Directors 




NOTICE TO ALL HOLDERS OF 

c. rroH & co. (elk.) international ltd. 

Can $50,000,000 

lQYt per cent Guaranteed Deferred 
Coupon Notes Due 1991 

Pursuant to the Fiscal Agency Agreement dated November 21, 
1986 and made between Citibank N-A- (“Fiscal and Principal 
Paying Agent”), C. Itoh & Co. (ILK.) International Ltd, 
(“Company-) and C. Utah & Company (Hong Song) Limited 
(■Gnarantori*) please be advised that the above mentioned Issue 
will be redeoned according to Condition 5 of the Terms and 
Con/fitions at 100 per cent of its principal value on November 21, 
1980, together with simple interest accrued to the date of 
foe redemption. 

The Notes with all interest coupons manning subsequent to said 
dateahocld be pres ented and surrendered at the offices set forth 
in Gondlttan 6 of the Information Memorandum. 

Coupons due November 21, 1990 should be detached and pre- 
sented for payment in the usaal manner. 


October 8, 1990 

By; Citibank NLA Fiscal Agent 


CmBAN«> 



U.S. $200,000,000 
American Express Bank Ltd. 

Floating Rate Subordinated Capital Notes 
Due 1999 

Notice is hereby given that for the Interest Period 9th October, 
1990 «> 9fo January, 1991 the Notes win bear interest at the rate of 
8K% per annum. The interest payable on 9th January, 1991 
against Coupon No. 15 will be U.S. £210 A3 par U.S. $10,000 
Nominal and US. $5,270.83 per ULS. $250,000 Nominal. 

DATED THIS 0T1H DAV OF OCTOBER, 1890. 

Principal Paying Agent 
ROYAL BANK OF CANADA 
EUROPE LIMITED 



INFORMATION 
TECHNOLOGY 
IN FINANCE 


The Financial 
Times proposes to 
publish this survey 
on: 

7 NOVEMBER 
1990 

For a full editorial 
synopsis and 
advertisement details, 
please contact: 

MEYRICK 
SIMMONDS 
on 071-873 4540 

or write to him at: 

Number One 
Southwark Bridge 
London 
SE1 9HL 


FINANCIAL TIMES 

IUXOM1 lUUNttl NtWlP*n> 


Sime Darby Berhad 

NOTICE OF MEETING 

NOTICE IS HEREBY GIVEN that the Twelfth Annual General Meeting of Sime 
Darby Berhad will be held at the Nirwana Anteroom, Kuala Lumpur Hilton, 
Jalan Sultan Ismail, 50250 Kuala Lumpur, Malaysia on Saturday, 3rd November 
1990 at 1 1 .30 a.m. for the following purposes:- 

To receive and adopt the Directors' Report and foe Accounts for foe year 
ended 30th June 1 990 and the Auditors Report thereon (Resolution 1) 

To declare a final dividend for the year ended 30th June 1990 (Resolution 2) 


To elect the following Di rectors 

Tunku Naquiyuddin ibni Tuanku Ja'afar 

Wee Cho Yaw 
Michael Wong Pakshong 


(Resolution 3) 
(Resolution 4) 
(Resolution 5) 


To consider and, rf thought fit, pass foe following Resolution as a Special 
Resolution pursuant to Section 129(6) of the Companies Act, 1 965:- 

That pursuant to Section 129(6) of the Companies Act, 1965, YAB Tun 
Ismail bin Mohamed All be re-appointed Director of the Company to hold 
office until the conclusion of foe next Annual General Meeting* 

(Resolution 6) 

To re-appoint Price Waterhouse as auditors of the Company and to 
authorise the Directors to fix their remuneration (Resolution 7) 


Kuala Lumpur 
8th October 1990 

Note 


By Order of foe Board 
Martin G. Manen 
Secretary 


Any member of the Company entitled to attend and vote at this meeting is also entitled 
“ one or more pr J — J J “ J ‘ 

the Company. 


to appoint one or more proxies to attend and vote in his stead. A proxy need not be a 
ember of ' ' 


EXTECAPITAL UMITED 
USS 100,000,000 Perpetual Subordinated 
Increasing Margin Floating Rate Notes 

In accordance with the provisions of the Notes, 
notice is hereby given as follows: 

* Interest period : 5th October, 1990 to 5th April, 
1991 

* Interest payment date : 5th April, 1991 

* interest rate : 8.645% per annum 

* Coupon Amount : USS 43,705.28 per note of USS 

1,000,000 

BANQUE INTERNATIONALE A 
LUXEMBOURG 
Societo Anonyme 

Agent Bank 



TELEPHONE; 071-628 7233 
FTSE 100 


APSP MEMBER 

WALL STREET 


OcL 2210/2230 +110 Oct 2508/2520 -5 
Dec. 2240/2260 +1101 Dec. 2522/2534 -3 

5pm Prices. Change from previous 9pm dose 

HOW WELL DID YOU JUDGE THE MARKET? 


U.S. $100,000,000 




Brierley Investments Oversees N.V. 

(Incorporated with limited flaMfty In the Netherlands Antilles) 

Floating Rate Notes Due 1992 

all unconditionally and irrevocably guaranteed by 

Brierley Investments Limited 

(Incorporated with limited liability in New Zealand) 

In accordance with the terms and corx£tions of the Notes, notice i 9 
hereby given, that to- the interest period from October 9, 1990 
to January 7, 1991 the Notes will cany an interest rate of 
8.325% per annum. The amount payable on January 7. 1991 wfll 
be U.S. S2D8.13 per U.S. 910.000 principal amount of Notes. 

By: The Chase Manhattan Bank.MA. 

London, Agent Bank ^ 

October 8. 1990 ^ 



MEMBER AFBD 


FT-SE 100 
Where next? 

Cab /or our current views 


CAL Futures Ltd 
Windsor Home 
50 Victoria Street 

SW1H0NW 
Tel: 071-799 2233 
Rue 071-799 1321 
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TOKYO - Most Activo Stocks 

Friday 5 October 1990 
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EAST MIDLANDS 

The Financial Times proposes to publish this survey on: 
23rd November 1990 

For a full editorial synopsis and advertisement details, please contact: 

Paid M. Jefferis or Anthony G. Hayes 
on 021 45 4 0922 

or write to them at* 

George House 
George Road 
Edgbaston 

Birmingham B1 5 IPG 
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FT MANAGED FUNDS SERVICE 


* For Currant Unit Trust Prices on any telephone ring d 'red-0636 d + five digit code 
(listed below). Calls charged at 44p par minute peak and 33p off peek, Inc VAT 
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FT MANAGED FUNDS SERVICE 


• For Current Unit Trust Prices on any telephone ring dlreci-0838 4 + live digit code 
(listed beloW). Calls charged at 44p per minute peak and 33p off peak, tnc VAT 
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FT MANAGED FUNDS SERVICE 
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For Current Unit TrwrtPriMaen ^ ^ ^ ^ VAT 
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FINANCIAL TIMES MONDAY OCTOBER 8 1990 


CURRENCIES, MONEY AND CAPITAL MARKETS 


MONEY MARKETS 


POUND SPOT - FORWARD AGAINST THE POUND 


No love for dollar 


ob 5 


Markets are showing no love, 
for the ctollar ' and no great 
enthusiasm for the D-Mark, but 
at last sterling has fulfilled its 
promise to become an inte- 
grated European curr e n cy and 
was the subject of considerable 
favour on Friday, after a week 
of celebrations, disappoint- 
ments and a short-lived anni- 
versary. 
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Celebrations involved the 
creation of a single German 
nation after 45 years of 
division, but the D-Mark did 
not join the party mood and at 
one time on Friday slipped 
briefly to the bottom of the 
European Monetary System. 
Inflationary worries involving 
unity are weighing . on the 
D-Mark, hot most of the full 
EMS members are so dosely 
grouped that a currency can 
move up and down the system 
very quickly. 

There was also celebration at 
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a budget cutting agreement 
between the White House and 
US congressional leaders, but 
disappointment followed as the 
House of Itepresenta&ves -voted 
Against the proposals. An 
agreement was expected to 
result in lower US interest 
rates, pushing the dollar to 
record lows, but the House 
vote failed to give the currency 
any real lift since the weak 
economy may stiH lead to a 
rate cut. 

The anniversary involved a 
full year of 15 per cent UK 
bank base rates, but tills was 
short-lived as the authorities 
combined a signal of a 1 per 
cent cut in rates with the 
announcement that the pound 

becomes a member of the EMS 
exchange rate mechanism 
today. 

Just when it looked as if 
gtpf t fr t g was beginning to iftw 
its attraction, after str u ggling 
far some time to break through 
technical resistance at around 

DM234, the market was caught 
out by the EMS news. Fears 
that the currency could 6aii to 
DM233 were fo rgotten as the 
pound burst through DM3.00. 
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Do. 2^**09(78.81. 
* ‘11(74.6). 

*'13(89-2). 

*‘16(81.6). 
Do. 2t»* ’20(83.0). 
Do. 2>z pc ’241897.7).. 



16NNUkM|ra 

74Mjr 24StpRB 

20Nto2Mierpr 

UFtelUeil 
ZLUn ZfeM 

160 a rag 

U7)M 17. 


ieie 

1316 


MUM 

1318 

1319 

1320 
f L3Z1 

ll6An 1322 
lUJuUS 

(b) Figures la parentheses show RPI base for Indexlog. Me 8 
mont hs prior to issue) and have been ad lusted to ref lea retail ns 
Of RP( to 100 in January 1987. Conversion (actor 3 945. RPI Tor 
January 1990: 119X and for August 1990: 128.1. 


INT. BANK AND O’SEAS 

■ O*»U^U2W0..{ 

DtoBklO(ipcU20mJ 87 

Drv Bk 12wc2BCDZa 100 



0o.9VpcLn2015.„. 
nSiBtoWni—I 



CORPORATION LOANS 

in*MumllhK20I2..i 92>rJ l.ll 17.4 |l5a«L .... 
LC6\pc 1990-92.... [91 ljn .... J 16.7 fiySlStel 
eeds 13>** 2006 10*h l.« 12J lApr " - 


* 104 

Liverpool 3*j* irred... 

LCC 5^20 Aft. 

r life* 2007- 92 fe 



12-3 jlApr lOct 
1.6 LliAprJiOc 
18 llllar i*S 00197 
SOXBSAprr 


COMMONWEALTH & 
AFRICAN LOANS 

-fc«hoJ2fepc l l m A MA...I 206| J UAprlOal 

31 Do. 4fea87-92 Antd — I 84fel .1 14.7 l7Feb 7Aogl 

LOANS 


Building Societies 

60ir«h AieSa3fepcL> 2021.1 101 fel 0X| 22.6 bOJ« 31J 1^3465 
SOlDo 43*lL-24. I 10 a 0 ^ 19.2 EFteOAfaP- 


Ptdiiic Board and Ind. 

25>Met.Wtr.3*-B‘ J 5li ...J 1.8 IUlarlSept3361 


FOREIGN BONDS & RAILS 


Em Stock 

7 SretkT* Aa. 

A Do.6pe2BSu te- 
- OotflC Mtoed Ass 

1 Hnaq.‘24A« 

4Ab**0nkcl5pc2BU_ 


Price 

£ 

IKS 


ra 


r S 

mo3 


(Last Interest 
. <d Paid 
Lit lllttlllp* 
IX lFnlAug 
3.4 lAorlOct 


i.6iix£ae7iat3ikur 


I tear 

IIwSMh 


Oto- 

Ifaaci 

2763 

2762 

Z7fal| 

Z9» 


AMERICANS 


Stock 

. Ubontorlol — 

2H9itawDwnnMS5l! 
GSliAmer. Erprea 60c.. 

'.&T.SL. 




-liBankers W.Y 

11 Atlantic Sl„.. 

^BeUSodtUCcrfl 

7j»8eth)*eBi Steel SB. 
lo-RnfLats. A_ 

Donato - Ins 

remnick75c_ 

. -.' 1 hsai. 25c. 

80.l|CaliforeUEDay... . 
IQUuBjkefl So* 15c 



2.04.4 


FkH^Hil 

RlHrJiAa 

krJcieXt 

FblbA(» 


3t+ 

itee 

1503 


NIM1597 

AjHrBw 




FfUfSpAo 

MJTrficia 

Ft Mj Aalb 
Ft Mr As Ns 
HarJmSO 


159* 


0cJaApJ]rQQ5D 


1744 

1745 


0821 


UW9 


AMERICANS— Contd 


Stock 


■ate 

Im-la 

489 ( haillratafi2%_ 
8825 Den Biteha top*. 

U152 3irysltrS6fe - 

2X452 atkmpSL 

2.01 ( togne-PdodheSl 
509 J toat l Bate Cap S4.. 

- KVyoalf Mi5nc(_ 

537.6 Dana Cmp. SI... . 

68.4 Dau General 

40MJ hnABrabUretSL. 
978 GtEawn Cor*. 50c... 

3192 ECkilolK 

12712 FPL C 10 * 1c 

L5S31 Fluor Corp 62fe*. 

&7HJ Ford Motor SI 

ajlTUUo. EW.63C 

- iCreeni Hon Cora U 

3401 iillettcSl 

151 IhMalathU. 
481.5 heybmnd Dial SLfe 

368.fi Hasbro (ne50e 

LBB7< ksnoftodlSlfe 

1001 Hovsuw Intel 

D2I1I BMCorpnSlU. ... 
031 

916 J! tnpersoTl-fefld S2.. 
910.’ Lockheed Cr*. 51.. 

122.7 .one SUr lids SI.. 
B22-1 UeWaiia land 15c—, 

440.9 Lowe's 50c 

579 * Mand. Hamer 51.. 
2JXBD Uerrill Lynch SL... 

264.1 Moles Inc. 


0.68 N-wMe legal Smr.|... 
1843 PH H Carp. |.. 

- VPadflcAw. 

WB7( Pacific TrisislDc.. 

5S5.C Pall Coro. 25c. 

l.Hfct femuDl) 83173c.. .. 

L«l< Quaker Oats SS 

508 J tea NY CororSS.... 
3X61 Hochwti) Iml SL... 
3X01 Sears, toefauk 75c 

B,«3i SartkoowaBdlSL.. 

1719) ten Co. Inc. SI 

US4.I rRWlnc.62fec 

33tSlTeowcoS5 

7,7864 Texaco 5625 

LJ971 Teraslnstr. SI 

1M6J Time Warner SI... . 

299C TRIM OVA Corp 

4.WC iSXSL 

306.5 pUniUdk. 

3.M0/ Utd. Techno topics.. 

- ruuinnb kK..^.... 

VEI USWestl 

4.8JU MarUanwraSL. 

763.1 Whirlpool Si ... 

894 AVWool north S3fe 


•“TO 




-23303 


DD135 

jpl 


PlU 

FbkrAplh 
b ApJrOcJl 
9 Her JdSD 
MyAuBF 
FMjrAuN 
DtHr.JLte 

Hr JaSeDe 12306 

HrJaSpOc 


) 12695 


I fcLsrJmSDfc; 
|lU3«S0n 
fcLnS/»Lufc 

■ Jacz I 

itoteJbOc 

J*teJhOa )279 

FrbUyln* Mte 

iBhrftlkl 

•&a *>.»70 
I October 
SfFMarAuBfl 


jjtoJrOctl 




-2.7 


6«; 


-1J 4.71 
-+.9 6.^ - , 
-2.7 5.0 
-22 2.1 
23 >« 
4X|lO 
-is «m; 


00630 

*(3738 


14318 


4234 
4309 
r 4380 


4X2L8 MrJiSpDel43Bl 


For AMS 

- MfitotEwTp-Corp 

12«X Mra.Slrr&BB... 

- p Arman 

UZU Bk. Monueal 1 ... . 

939 J UlNohScoLI.... 

- me Gas SI 

ll^VBreakaatcr Res.... 
1623 acafl Imp Bank] 


2.4821 Can Pacific I.’ 

14 J Do.4pc Wjtibo.... 
94,2 PCentralCAo'A’ |... 
33.9 fCwTWHIP. 

- VQrauCotp - 

- pDerlan lads. I 

627.9 pEdoBv Mines.... 

- f£C0 Corel 

86 J undalf Teas. lac... 
12.4 Srmoes lac. | 

- VCoit Canada! 

78.7 pHaaktrSM ual... 

224.4 Madsen's Bar |.... 

4.7741 pknperUOIIi 

1_B61 torn | ‘ 

- riftKodu ExoId _ 

. - fNUi WesLGoM |... 
646.8 fon C« of Alberta , 

352X fRte Alporo 

2.76U teyat Bk. Can. | 

- vSedwalnc 

- ISraa Gold Corn... 

878.5 VTram Can Pipe..... 1 
177.2War1tjCtop|..Z _ 


CANADIANS 

f«W SM North W«t GqU 

^ 1J 

22 

-1.7 
-fl.8 
-3.8 
32.4 
3i 
0.7 


-a.y 


(11029 


Ft Hr Al Ho 1037 
UaApJjOe 1038 
JnlrJan 2051 
MtorJUSn 


o| 3-6i 


Hr JaSeDe 

June Dec 


B088 


34 26.31 

53 UU 

3.8 2.101 

2.9 26.11 

17U 


paApJjOc 
UolyOcJi 
lahJaSeDt 
Mr JeStDc 
IjlApJrOc 


5.324 7 
4 % 11 
6.0(16.7 


Fd Ha tola 4215 
JoneDec 
(BrJeSeDe L1S0 


5.0 20 J 
4.6 1.12 
-1U77 


FMyAaNsl207 

isiSr 


Continued on next page 
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FINANCIAL TIMES MONDAY OCTOBER 8 1990 


4pm prices October 5 


NEW YORK STOCK EXCHANGE COMPOSITE PRICES 


ii i 

Nob Low Slot* 

37*2 11% AAR .41 
«% 7% ACM ft 1.01 

11% SV ACWn ljfl 
9% s% ACM M nl ai 
IS 1 ! n aCumi ijo 
11% 8% ACM SCI JB 
9% 7% ACMSp 1.01 

MHALUD .18 
9% 1% AM I no 

3% 7 AMhpl 2 

tart 39% AMR 
8% 29 ANR pf 2.07 


■> 

ft 

n 

3% 

S2 

h 

10 % 


22% AMR pi 212 
4% 2% AflX 
73% 42% ASA 3* 
*5% 30% AbtUb *04 
u% n%AMniosa 
11% 5% AemaC M 

9% 8% AamE 32 

32% 10% Acuaun i 
14% AdaEx £06e 
16% 10 Mom 
20% 17% Adoa ft 1 84 
11% 4% AMO 

35% 18% AMD pi 3 
2 AdvM .Ifi 
XVAaeAj £70 
B AHIPb 3* 
11% Ahtekaa BS 
|1| A— « n 
43 AtrPntf 1.44 
14% Aflfn 3 00 
12% Alrgu 
W% AMtaee 202 
9 AlaP 80(67 
90% BO AMP pi 8 
S3 04 AtePpT&td 
27% 13% AlskAIr 20 
51% 10 Anmyin 35 
27% 10% Alberto 150 
22% 15% AlColA g 20 
37% 54% Alton a .48 
24 18% Alcan 1.12 
37% 77% AJco3oJ 84 
34 17% AlnAlx 1 

63% 57 AUtfr 
07 78% AtogCp 1.721 

MV (0 AfgLud *08 
42% 34 A»gPw£M 

20 I All«n3 

21% 11% Allan pfi 73 

21 12 % AWrgn 26 * 

17% 12% AlnCnp i.70a 
17 8% AIKHE n 

15% 7% Alfttu n 
15% M% AIITcti a 
25% 19 A fab pC.97 
13% 4 ADdPtf 

38% 57% AH5S*jTd l tO 
10 % 8 ' " 


Oifa 

w«» OMirn. 

W». Iklt lOOaHIgh Law Omw Cfa Mi 
- A-A-A - 

4.0 8129 tf% 811 

ti. «nr i 
to. 81012 . , . 

11 *197 7 0% fl%- % 

u ml ii% ii% ■“ 

14. 736 9% 9 

13. 380 8 7% 

.018 123 18% 1T% 

218 1% 1% 

28. 4S 7% 7% 

10 3914 43 42 

W. 23 53% 23% 23% — 

U 2 23% 

9 34 2% 

ftj 309 48% 

2.1 20 10811 40% 

SI 12% 

74) r 8 3% 

w a 45 


rm 


11% 4- % 

I 9%' % 
I 8 

I W% + % 

1 %+ % 

IV- i 
S ir - 1 

7h 47%+ % 
0% 40%- % 
3 % 12 % 

5% 

0 - 


0% d 8 8 - % 

23 880 27 % 26% 2B%- % 

14. 18 1$ M% 13 + % 

333 11% 11 11%- % 

W 10 17% 17% 17% 

201902 S 4% S + % 

id. 14 nbdtav 18% 

8.7 30 193 2% 2% 2% 

82 81188Q 37%«J33% 33% -3% 

3.1 801 8 d 7% 7%- % 

83 8 4483 14% 13% 14% + % 

9 Ztt 3% 3% 3% 

80 12 1338 46% 47% 48%+ % 
U 139 17% tt 17%+ % 


222 17% tt 

_ 44 13% 13% 13% . 

15. 0 23 18% 10% »%+ % 

«4 3 8% 9% 9% — % 


82 

84 


8100 84 94 84 +1 

7100 88% M% 38% + !% 


U 8 <432 17 18% 

12 10 210 IT% 10% 
2 16 78 22% 22 
12 14 193 17% 17 
12 18 2316 31 30% 

62 82946 20% 50 
2.7 12 310 31% 30% 
52 M 133 13 17% 

4 27 
12 7 3 78 
4.1 7 91 2U 
UN 168 39‘ 

11 122 12 

11 13 ra 

12 50 2767 14 

ii a 144 n 

73 


to 

ft 

’Si 


8% AM IT .768 
10% 8% AMR? n.738 

6% ANIT3 n 04 
9% AM IQ 24a 
8% AM02 72 
8% AM IQ3 n 48 

6% Avon < 1 88 a 
24%ALT£L 1.28 
79% 58% Alcoa 1J0a 
50% 15% AmaxG « 

20% 20% Amn 20 
43 38% Amax pi 3 

16% % AaW® .10) 

12% 8% MCH .46 U II 

13 % vJAmdur 

53% HSvJAmd of 
58 33% AmH*i 20 


IS. Ml 50 
5 318 4 

6.1 02063 39% 
7.8 131 10 

7.7 444 «% 

72 165 8% 

55 200 V0 

78 177 8% 

62 87 8% 

609 8% 



10% 8% AmAdl 002 
54% 11 3-10ABaitt s.N 
T9 61% AmBmd 2.72 
30% £8% ABnl oB-TS 
153% 138% ABrq pC207 
41% 30% ABIdU 92 
£4% N AfioaPa 88 

50% is%ACaaBd i0to 
22% 17 ACapCv £44a 
8% 5% ACaou .98 

12 8% ACMfl .80 

81% 43 ACyan US 
73% 26 AEPrr £40 
38% 19% AmExp 25 
23% 15% Afxndy 32 
M% 20%AOaCp UO 
9% 6% AmGvf 24a 

10 9% ACBP 1 08a 

W% 9% AQrr 96 
34% 106 AHdPr £48 
54% 18 % AHara ai2Z 
55% 43 AHoma 43-13 
09% 52% Amrtcft 3.10 
89% 67 AlntGra.44 
10% 8% AO* 98* 

32% M% APraad 20 
•3 8% ARE* 2 

9% 2% Amfllty 26) 

18 1% ASB 20j 

17% 5 ASB pi 911 

71% 50% AmSaw 1.12 
47 39% AT&T 132 

10% » Aram n 

18% 13% AaiWflr 20 
15% 13% AWai prlZS 
7% 4% AmHotl 

10 5% Aim** 

52% 38% A merger 1JM 
12% % <r|AmaO 05) 

» 8% Amgm .84 

11 6% Anw.Sc (.05 

60% 45% Amoco £04 
55% 37% AMP 128 
14% 5% Ampeo 20 

' aV-Amra .13 

5 -Ammp 

18 AmSOi 140 
1% Anacmp 
30%Anwkk 20 
5% AnMofl 
53% Anpalle 28 
34 ‘ 


42 *2 335 

£2 8184* 62% 61% _ 

2 44 27 13% 15% 15%+ % 

32 81018 25% 22% 22% - % 

7.4 I 40% 40% 40%-% 

6638 1% % I1-T6 + % 

34 T% 7% 7%+ % 

10 5-10 5-18 3-18- M8 
17 11-18 1M8 I (-16 
881 31% 80% 81% 

27 10 10 10 

2321005 21% 21% 31%- % 

3.7 10 2208 73 % 71% 72\- % 
9L5 3 29 28% 20% 

12 1 MS% 146% (45% — % 

£013 as 30% a % 30%+ % 

42 10 8 30% 50% 20% - % 

W. 08 15% 13% 15% 

15. 12 17 6H% 16% - % 

17. IS1 5% 8% 5% 

8214 192 |I% 11% 11%+ % 

3.0 IS 4848 47 46% 43% - % 


12 - 

82 


26% 27%+ % 

20% 20% — % 



4213 3329 47% 48% 47 
S2 13Z334 64 62 63%+ % 

.7 0 4951 81% 60% 60% -1% 
II. 70 9 8% B * % 

4.1 117 14% 14% 14% - % 

£1. 8 ISO ’ 

47 
72 

2 % 2 % 2 % 

22 12 739 30% 848 49% -1 

42 13 1097037% 31% 31% - % 
— - TO. “ t 


14% 14^9 14J- ^ 

0% »,% B%+ % 

2% 2% 2% — % 

1% 1% 1%“% 


10% 10 


U 0 273 »% ig J5;S. 


92 


!5 

53 

5 

39% 

9% 

33% 

45% 

36% T3% AlMDaaa 
17% 8 Anttmy M4l 
43% S Aon cp 152 
Xj 13% Apaclw 3 
H% 10% Apex 98 
15 6% AppB4fl 

55% 17% ArehD a .10 
44% 31 % ArCOCb £90 
12% 3% AreAM 

23% 18 Artfit 4(09 
27% 18% AlUa 128 
51 39% Art* pi 3 

13 5% Armco 40 

3% 17 Anne pC. 10 
47% 35% Acme pMJO 
46% £3% ArrMfl 1.18 
7 3% ArowE 

•C*J B% AraE pll 94 
M% 5 Artr, 

18% »%A»*r .99 

47% 39% Arvln p075 
»% 53% Aaarco 126 
77% 13% AtCoal .46 
4*% 59% AatiOR 1 
75 V D> AslaPc B4a 
’0% 6>l AMnv 120a 
73% 14% AtdNG .12 
10% Aihtna 


«-v 

»%* > 


5200 M% 14% 14%+ % 

Ml 6% 9% 5%+ % 

39 100 5% 6% 5% + % 

3.4 11 3 37% 37% 37% - % 

592 1 % 18-18 

6212 290 9% 9% 9% 

12 II I 8% 8% 

36 183837 38% 98% 91 - % 
12 18 2214 43% 41% 42% — % 
42 8 23 8% ■% 8%- % 

24 9 : . 70. 5 9, 6 — % 

2 5, » » 

73 7 28 IB 

0 838 2 8 1% 

392 888 39% 36% 

27 153 8% 8% 

2913 93 30% 30 . 

£9 14948* 38% 37% 38%- % 

S 702 17% 18% 17 - % 

5.4 8 311 8% 0% ■%- % 

5.1 8 99 30% a\ 29%- % 
138* 584 18% 18%. 18% - % 
U 3 192 11% 11% 11%- % 

23* 7 8% 7 ♦ % 

A 15800 25% 3* 8*%- % 

3118 14* 20% 83 20% - % 

5.1 3839 21% 20% 21 ♦ % 

U 12 43% 42% 43% + 1 

7.0 731 6% 9% 9% t % 

1£ II 17% 17% 17% + % 

(1 0 35% 35% 33% - % 

49 9 200 3*% 23% 23%- % 
19 4% 4% 4% 

14 19 18% ra% 13%+ % 

50 8 8 8 

4322 M3 16% » M%- % 

93 » 40% 39% 40% 


02 9 452 24% 24% 
2 % 22 % 




22V 
3T%+ % 
«%-% 


25% A8Qa8 1« 
3 % 31% AI* wo 296 
1*7% 05% AWtaft 3 
•7% 10% Allas 
•8% 15% ATMOS 1 18 
«% 2% AutjVd 
15% 9% A 40 
-■*% 0% Atop 07a 
10% 44 AuloOl 70 
X% TOVAVMCO .44 
77% 15% Avory 8* 
U% £1 % Avnef 00 
B% 73% Aron I 
70% 27% Avon pi 2 
71 10% AyOln 


?S ... . 

8 681 7% 7% 7% - % 

48 62 24% 84 24 % - % 

■ ‘ I! s| 

4% 131% 133%+ % 


19 13 196 224 

32 21 647 31% 301 

1A » 11% 

35. 

B- 

98 19 3 104 

83 12 249 30% 30% 30% - % 

U 10 39 33% 33% 33% + % 

33 13 2383 134% 131% 133%+ % 

18 2* 11% 11% 11%- % 

68 12 3 17 17 17 + % 

108 92 3% 3% 3% 

47 8 103 9 0 8% 8% - % 

3 1934 11% 9% 11% 

I 5 18 3910 47% 40% 47%+ % 

20 16 10 22% 22 22% + % 

39 10 0® 17 M% 17 

27 14 787 22% 22% 22% - % 

37 It 1870 28% 25% 2B%- % 

60 3*0 20% 34% 25 

90 0 9 11% 11% 11%- % 

- D-B-B - 

0 133 *» 30% 30% 90% - % 

70 10 101 10% IS «% + ?% 
685 23 % 23 23%+ % 

5 63 0% 0 9 - % 

3.7 M 08 33 32% 33 + % 

10 9 22 34 24 £4 

32. a 221 4% 4% 4% — % 

SO 11 4 4 4 

21 31 16% M 10% - % 

18 29 2213 20% 28% 29 - % 
29 12 II 17% 17% 17% - % 

*1 17 8*3 38% SB 39%+ % 

7.7 9052 4% 3% 3%- % 

74 7 90 8% 8 8% — % 

79 11 10*0 29% 25% 28%+ % 
92 rt00 49 48 49 + % 

41 10 8*1825% 24% 2S%+ % 

37 12 4) 22% 27% 22% + % 
35 8 I 41 41 41 - % 

10 3-18 3-16 3-16- 1-32 

13 13 2*0 67% U67 87%- % 

SO 7390 B 7% a ♦ % 

» » 23% 23 29% + % 

14 4 23 % 23% 23%+ % 

1M0 1% 11, |%+ i, 

U 1339 17% 16% 16% - % 

4 9 6 12351 20% HI, 20%+ % 
10 9 33% 33 33%+ % 

11. 91 67% 96% 87 

89 2129 34% 32% 34 +1 

M S 6 7% a + % 

, 38 7 8% 6% - % 

■5 193 29 % 25% 2B%+2% 
)Z 31 23 27% 3 tVj 

» *4 21% 21 21-6 

23 20921% 21% 21% 

3 1 IS 377 14 13% 14 - % 

57 U 3D 24% 24% 2*%+ r 

75 61424 16% 17% 

24 2D 1122 6% S% 

11. 11 310 19 16 

1.1293002 9% d B% 

£3 ME» SB 54% 

25 10837 25% M% 


'3% 13% BET I 15a 
-'7% 19% DJS 5v n 
11% 6 BMC 

75% BP Wu 320o 
=>% 23% DUE 240 
■4% 4% BBT 146a 

■«V )% OMmeo .M 

•4, is Bakrf a344a 
(11% QakrHu 48 
-'*% 1G% Balaar 49 

ML X BaB 1.18 
n BanyMI 30 
'1% 0% &4Ukp «0 

34% :4%0aaQE £10 
5* *6% Ban pKMSO 

■U% 21 % BncQna 1945 
.5% 10% DnrtBI S3 
*1% 3* Bn5anl 1.44a 
S % Banin 
0* W Bonoao I 

2; 7 DkOon *o 

31% 73% DVB C1A35C4 
3S% 27% B*B plB324a 
71 1 BMC 

c 1% 15% BW 212 
»% '8% B<MAm 1 
2?'< 3? BhA (4333a 
«V M% EM at 6a 
!A% 78% BankTr 233 
'*'« • % UiHAe n 

»'% 8% Bannar i 

13% 20% Barely a 
21 BarQ pr7 78 
B% a%DwBpC72 

«% 21 DM p4C 49a 
73% I2-, Bnm 44 
31% I*% BamGp 140 
JS% 15% Bathos 1J2 
<«% 7% Harold 2o 

70% M% Dais n £ioa 

’s o B«8*l .10 
<3, 52% Bawai la? 

j- JOJlfiMIBf 94 
23% 33% fi«> DM3 Mn 
"1% C%BaiplBU0 
0% 7-lB-lBayFn 
22% W. BaySGl U8 

M% B % BwO Mb 

-i iBVOoama 0* 
W% 8% Bpw ,72a 
23% H% B«Jn, jb* 

•* S3 Bwn 198 
57% 38^ BaflAO a£3B 
<9% 13%BMHJM 40 
U% 48%Ba09a £« 
7«% 31% BakjAM 93 
27% 27 Banin 32 
E8 39% BaMCp 240 
« *1 OanMpHJO 

*8 *3 Banal pHLOO 

27 23% BwM pQS) 
7% 1 Bauffl 

’■8% Tl% Banaton 07a 
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Some business travellers 

wilt change neither hotel nor newspaper. That’s 
why they 'ane particularly happy ‘to find compli- 
mentary copies of the: Financahi Times at the foi- 
lowmg hotels in the PrhicipaUty of Monaco: Hotel 
de Paris T Hotel Hermitage, Hotel Mirabeau, Hotel 
Beach Plaza, Monte-Carlo Beach, Metropole 
Palace Hotel, Hotel du Si&de, Hotel Abela. 




Advertise your house 

in full colour in the Weekend 
FT. 

To find out more, call Lesley 
Proctor on 071-873 4896 
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Mon da y Inter view 

Mr Never 

Easily 

Outflanked 

Kenneth Baker, chairman of the 
Conservative party, talks to Ian 

Hargreaves and Philip Stephens 


S ometimes these things 
happen. Our interview 
with Mr Kenneth Baker 
began at S.30ara on Friday. 
That afternoon, the Chancellor 
announced that Britain was 
joining the exchange rate 
mechanism of the European 
Monetary System. 

Did Mr Baker really sit 
through a long examination of 
campaign tactics, this week’s 
party conference. Europe and 
his own political soul in full 
knowledge of this impending 
drama? The answer is, he did 
not. "We had rather steeled 
ourselves for nothing and for a 
not very good RPI figure this 
week.” he said on Saturday, 
although Mr Major's interest 
rate tonic is bound to sweeten 
the Bournemouth air. 

Does the ERM decision alter 
his calculations about election 
timing? M I don’t believe you 
can draw a conclusion one way 
or the other," he says. “There’s 
a great deal of uncertainty” 

It is not long, however, 
before he is doing what he does 
best; selling. The ERM deci- 
sion, he says, "plays to the con- 
ference theme, that we are a 
strong and determined govern- 
ment." 

it —ould be difficult to over- 
state Baker's qualities as a 
salesman. It costs him no visi- 
ble effort to draw from his suit- 
case an array of carefully 
folded slogans before offering 
them to the listener as if 
freshly tailored with only you, 
sir, in mind. In Mr Baker’s 
recently published anthology 
of verse parodies, there is a 
piece by a teacher based on 
Henry Reed's army life poem, 
Naming of Farts. In it, the par- 
odist struggles with the chores 
of the GCSE examination sys- 
tem which Mr Baker, then edu- 
cation secretary, introduced in 
1988. In a footnote, Mr Baker 
says the exam “proved a great 
success" and adds “it is to 
their (the teachers’) credit that 
they did it so well." A man 
who ran gladhand his way 
around the footnotes of a Faber 
poetry book will not be easily 
be matched in this art. 

Mr Baker combines these 
high cholesterol skills with a 
street-fighter’s knuckle. Pri- 
vately his Labour opponents 
admit he was very sharp 
indeed in May's local elections 
to focus media attention on 
two untypical Tory authorities 
which had set a low poll tax. 
Last week's Conservative party 
political broadcast also bore 
the Baker stamp, listing 
alleged Lnhuur hypocrisies and 
deceptions and culminating 
with a visual message: social- 
ism equals imprisonment. 

“Socialism is an imprison- 
ment philosophy. “ says an 
unrepentant Mr Baker. “It’s an 
imprisonment of the human 
psyche." According to a 
Shadow Cabinet member. 


“This will be the roughest elec- 
tion campaign we have ever 
seen." 

Mr Baker says: “This elec- 
tion will be different because 
it’s unlikely that you will have 
a large middle vote.. .so it’s 
important to draw out the dif- 
ference between the fundamen- 
tal approach we have and the 
approach Labour has. Labour 
is trying to blur these differ- 
ences.” 

Bournemouth this week will 
thus see the Baker-model Tory 
party in full flow. There is a 
main theme and four sub- 
themes, each with a slogan, 
and ministers have been cho- 
reographed to their themes, 
which are not Intended to 
Include new promises, “it’s not 
a manifesto conference.” says 
the chairman. 

Combined with powers of 
organisation, these engaging 
qualities make Mr Baker a 
good, perhaps an ideal choice 
as chairman. But surely there 
should be another dimension 
in a politician who aspires to 
the party leadership; an office 
for which polls suggest he is a 
front-runner. What, we need to 
know, distinguishes him politi- 
cally in a crowded field? 

The conversation circles. We 
discuss the wilderness years 
which followed his allegiance 
to Ted Heath, then the Minis- 
try for Information Technol- 
ogy, remembered for a Mitter- 
randesque plan to plant a 
broad-band telecommunica- 
tions system in the unfertile 
landscape of early Thatcher- 
ism. 

"It will come in the next five, 
10. IS. 20 years," he says, but 
not with government financial 
incentives. “One learned the 
hard way that that was an easy 
way to lose a great deal of 
money." Other key lessons in 
his political education included 
Mr Heath’s prices and incomes 
policy - “you cannot run one” 
- and the privatisation of Brit- 
ish Telecom. “Privatisation is 
Important . . . one’s got to find 
ways of bringing private capi- 
tal flows into those areas of the 
public sector that so desper- 
ately need it Transportation is 
one example." 

So does that make him today 
a Cully paid up Thatcherite? 
Does he, like the prime minis- 
ter. want to kill socialism, or 
docs he still think, as he said 
in 1986. said the job was “re- 
arranging Attlee's architec- 
ture, not destroying it." A peal 
of laughter. "I was like St John 
the Baptist,” he says. Look 
what happened to him. “Yes, 
but he’s had a good press over 
the years." 

There (allows some histori- 
cal reminiscence about Attlee's 
importance, at which point you 
are intended to have forgotten 
your question. Is be with those 
Tory radicals who preach per- 
manent revolution? That, he 



Ironic triumph of 
the US constitution 


‘The next election will be different’ 


suggests, would require a 
planned and pre-ordained 
framework and “that’s not the 
way Conservatives look at 
things." This is a prologue to 
reminiscence about Ms educa- 
tion reforms. As you would 
expect be tries to waft away 
the point that after 11 years of 
Mrs Thatcher Britain's educa- 
tional achievements still seri- 
ously trail those of its competi- 


PERSONAL PILE 

1934 Born Newport Educated 
at St Paul’s and Magda- 
len College Oxford. 
1958- Non-poiltical career 
Included Jobs in industry 
with Shell. Aquascutum 
and Avon. 

1968 Elected to Parliament. 
Since 1983. MP for Mole 
Valley. 

1974-75 Parliamentary Private 
Secretary to Edward 
Heath. 

1981-84 Minister for Informa- 
tion Technology. 

1984- 85 Minister for Local 
Government 

1985- 86 Environment Secre- 
tary. 

1986- 89 Education Secretary. 
1986- Chairman of the Con- 
servative Party. 

tors. Today's Tory Daily 
Telegraph promises a “crisis in 
the classroom” special report 
Look. Mr Baker, the point is 
this. You've been associated 
with all kinds of political 
action, some on the left of the 
party, some oa the right. But 
when you make a big, thought- 
ful speech, like this year's Dis- 
raeli lecture, the Responsible 
Individual, you dart between 
sentimental stuff on the 
English character, swipes at 


Labour, praise for the family 
and a yearning for “a commu- 
nity of individuals.” A coher- 
ent statement of political 
vision, it is not. What, Mr 
Baker, is Bakerism? 

“The thing that made me a 
Conservative ... is summed up 
in that phrase The responsible 
individual’; it’s my belief in 
individual freedom and that's 
the guiding principle." We are 
then back to Edmund Burke’s 
“little platoons”, the individ- 
ual, the family etc. Let's put it 
another way. Does the man 
some colleagues know as “Ken- 
neth ‘never knowingly under- 
bid' Baker” have any policy 
differences with Michael 
Heseltine? “Michael stands 
closer to the interventionist 
side," he offers. It’s the clearest 
political statement of the inter- 
view. 

His views on Europe are also 
carefully hedged. *Tve thought 
a tot more about Europe in the 
last few months," he says. 
“The community should be 
expanded. Poland, Czechoslo- 
vakia and Hungary should be 
members as soon as possible, 
when democracy has been 
established and they have 
moved towards market forces." 
He would like the missing 
Scandinavians in too, but 
baulks at Turkey. 

These then are some of the 
thoughts of chairman Baker. 
At one level, you cannot bat 
admire the clever resistance to 
classification at a time when 
no one can predict the date or 
the form for the big leadership 
race. Mr Baker is not the only 
ambitious Cabinet member 
whose political stripe is being 
kept deliberately out of focus. 

The harsher judgment is 
that politically he is an anthol- 
ogist rather than a leading 


Punishments that serve society 


I t would have taken a very 
bold, not to say maverick 
judge who would have 
passed anything other than 
sentences of immediate impris- 
onment on the* Guinness three 
(Sir Jack Lyons escaped the 
same fate only by virtue of 
chronic lll-hualth). Yet the 
question may sensibly be 
posed: what benefit docs soci- 
ety derive from deploying the 
scarce resource of imprison- 
ment against financial malefac- 
tors who are unlikely ever to 
repeat their greedy dishonesty? 

Imprisonment is the ultimate 
sanction which a civilised soci- 
ety applies to those offenders 
who commit serious crimes. 
For those offenders who. if at 
large, are a danger to others, 
removal from social inter- 
course is necessary in order to 
defend potential victims. For 
those who do not present vio- 
lent propensities, but commit 
crimes which are Inimical to 
the economic fabric of society, 
there ought to be other ways of 
making public their criminal- 
ity without putting them in 
prison. 

Society may well need to 
pronounce its disapproval of 
serious crime in a denuncia- 
tory fashion. Assuagement of 
both public and private out- 
rage is important The ultimate 
sanction of imprisonment is 
the only instrument that con 
do that to the frill extent. But 
is it necessary to incarcerate 
the individual offender? 

The suspended sentence of 
imprisonment far up to two 
years has been with us now for 
25 years. Why Mr Justice 
Henry did not use that sanc- 
tion, at least against Sir Jack 
Lyons, is not immediately 
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JUSTINIAN 


apparent. Sir Jack’s conduct - 
as with his co-conspirators - 
deserved the mark of imprison- 
ment: only his ill-health spared 
him the indignity of experienc- 
ing the prison ceQ. 

Presumably, the judge 
thought that since repetition of- 
the dishonest behaviour was 
improbable, if not impossible, 
the court was precluded from 
using the suspended sentence. 
Theoretically, that is so. But 
the suspended sentence has a 
declaratory value, whose mes- 
sage to the public is that the 
crime demands the punish- 
ment of imprisonment - a 
label which the offender will 
forever have metaphorically to 
wear - but does not require it 
to be carried out. 

Not enough, the public 
claims. And rightly so. for 
these four men ought to be 
made, for some time, social 
pariahs, but by a different 
route. As a civilised society, we 
have not yet folly explored the 
avenues of punishment in the 
community. The penal system 
has not yet accommodated 
refined penalties. Could there 
be any objection if such offend- 
ers were deprived of a pass- 


port? Travel abroad is a luxury 
which such individuals hugely 
enjoy. It should be denied to 
them if they are convicted of 
serious crimes. Would report- 
ing weekly at the local police 
station for one year be appro- 
priate? There may not be any 
practical reason for keeping 
tabs on the offender, but the 
manifest indignity of having to 
sign an offender's report book 
at the “cop shop” might satisfy 
a public desire to declare the 
offenders second-class citizens. 
Better to undergo that Indig- 
nity than to suffer the odium 
of nauseous prisons. 

There are other possible pen- 
alties that could be devised. A 
requirement of residence in a 
particular locality, with a con- 
dition that the individual does 
not move outside a certain 
radius from his home, would 
be a stringent penalty, to be 
rcsereed for the more serious 
offender. 

Offences of fraud and dishon- 
esty ought to entail disqualifi- 
cation from positions of trust 
or public responsibility. Mr 
Justice Henry declined to dis- 
qualify any of the Guinness 
Four from holding company 
directorships (a power which 
has tong existed in company 
law). He did so. because the 
present law provides that dis- 
qualification should be 
imposed only where the dis- 
honesty was such that the indi- 
vidual would be a danger to 
the public if allowed to con- 
tinue to be involved in the 
management of companies in 
the future. Would it be mutable 
to broaden the scope of dis- 
qualification? Dishonesty in 
rigging the share market 
should call forth the penalty of 


temporary exclusion from the 
corporate circles in which the 
crime was committed. It is not 
the danger of foture conduct, 
but the indignity of the penalty 
that should be the test 

When parliament comes to 
consider the forthcoming Crim- 
inal Justice Bill it could use- 
fully turn its attention to the 
quality (as opposed to quan- 
tity) of punishment meted out 
to offenders. The government 
has already declared its inten- 
tion to formulate a bifurcated 
system of penalties: on the one 
hand, imprisonment, in even 
lengthier terms than at pres- 
ent for those who have com- 
mitted serious crimes of vio- 
lence. (One may quarrel with 
the notion of lengthy incarcer- 
ation; but there is no reason- 
able objection to locking up 
dangerous offenders so long as 
they present a real risk). On 
the other hand, property 
offenders should normally not 
be sent inside but be subjected 
to non-custodial penalties. 

The dilemma feeing Mr Jus- 
tice Henry was that the enor- 
mity, in money terms, of the 
dishonesty of the Guinness 
Four was such as inevitably to 
invite condign punishment. 
Public opinion would seem to 
cry out for immediate impris- 
onment. and nothing less. For 
the judge to have gone down 
the non-custodial (pins 
suspended sentence) route of 
penalty would have been to 
anticipate the rational penal 
system of tomorrow. 


Louis Blom-Cooper QC 

Justinian will appear fort- 
nightly 


Tony Andrews 


English poet You would not 
want to road test his ideas 
either for originality or consis- 
tency; indeed the latter can 
sometimes be glaringly absent. 
On Saturday, for example, he 
was arguing that we should 
“make haste slowly” on Euro- 
pean monetary union in part 
because Germany faces huge 
Inflationary pressures follow- 
ing unifica tion. Not the ideal 
point on the weekend that the 
pound joined the D-mark dub. 
But if Mr Baker helps the 
Tories to a fourth successive 
victory and Mrs Thatcher goes 
at once, Mr Never-Easy-to-Out- 
flank could still, just be the 
map for the hour 


1 don’t see why the taxpayer 
should pay. We didn’t do 
anything. I think the gov- 
ernment should pay.” 

This unwitting summary of 
the current US crisis came 
from a caller to a radio talk 
show; and the alienation of 
ordinary Americans from their 
government could hardly be 
better expressed. 

The budget crisis is not, as. 
Governor Douglas Wilder of 
Virginia has said, a crisis 
between the White House and 
the Congress, or of Republi- 
cans against Democrats, but of 
Washington against the rest of 
the country. (Governor Wilder 
seems to be planning an out- 
sider's run at the next Demo- 
cratic convention, but there is 
nothing to stop an ambitious 
man from speaking the truth.) 

The near-breakdown of the 
US political system will still 
probably be averted, for brink- 
manship is now a normal part 
of the US budget process; 
something rather similar was 
going on when 1 arrived here 
in 1987. However, even if the 
system functions after a fash- 
ion. the outside world will still 
conclude that it is not capable 
of delivering bard decisions, 
except in time of economic col- 
lapse or wan and the outside 
world will be right. 

The crisis is partly a tri- 
umph for ex-President Reagan. 
He persuaded a large number 
of Americans to believe in the 
nonsense called supply-side 
economics, so that it would be 
politically impossible to raise 
taxes; and he regarded the fis- 
cal deficit as an important leg- 
acy, since it would enforce a 
real attack on the spending 
side of the budget. 

But it is above all a triumph 
for tiie framers of the US con- 
stitution. They were so con- 
cerned to prevent a revival of 
what they saw as the tyranny 
of the British constitutional 
monarchy that they devised an 
essentially powerless system. 
This is not simply a matter of 
the checks balances; they 
foresaw, as the federalist 
papers show, that the primacy 
of regional interests would lead 
to venality, but they regarded 
that as preferable to the tyr- 
anny of doctrines. 

For most of the past two cen- 
turies. this has proved a pretty 
good trade-off; compare the 



honest than any previous defi- 
cit-cutting exercise, and pro- 
posed one procedural reform of 
enormous potential value: all 
future spending proposals 
would have to contain match- 
ing proposals to raise new rev- 
enue. This could have done 
more to limit future deficits 
than the endlessly amended 
(and basically senseless) 
Gramm-Rud man law could 
ever do, and it Is to be hoped 
that this measure survives the 
current horse-trading In Con- 


By Anthony Harris 
in Washington 

results of the French and the 
American revolutions, if you 
doubt ft As Italy and Japan 
also show, a strong economy at 
peace can do very well without 
honest or effective govern- 
ment. However, it has now had 
one result which the honest 
tradesmen who wrote the con- 
stitution can hardly have imag- 
ined. It left the federal govern- 
ment with almost unlimited 
power to borrow. 

The trouble with a debt cri- 
sis, as every bankruptcy 
proves, is that a resolution can 
always be delayed by deter- 
mined wishful thinking. That* 
was the main plank on which 
President George Bush won his 
disgraceful election campaign. 
He has subsequently come to 
his senses. But many of his 
nominal supporters in Con- 
gress have not, or at least hope 
that they can win one more 
campaign against arithmetic. 
Wall Street has supported 
them: it refused to greet the 
defeat of the budget package 
with the collapse which Trea- 
sury Secretary Nicholas Brady 
had predicted only a day ear- 
lier. 

That is the immediate cause 
of the crisis; for there is little 
doubt that had the Republicans 
supported their president, the 
majority of Democrats would 
have voted for the package too. 
They would have done so 
under protest, for it contained 
new tax loopholes, and placed 
an undue burden on the sick. 

All the same, it bad some 
real merits. It was much more 


It is worth stressing, too, 
that the package was not the 
empty gesture that some out- 
side critics have described. It 
was proposed on the brink of a 
recession. It came on top of a 
squeeze which is already being 
imposed In state budgets, 
which are severely deflation- 
ary this year, and by the 
savings and loan clean-up - a 
huge nominal expenditure 
which actually reduces 
demand. According to well- 
qualified judges, the SSOObn 
five-year programme should be 
enough to reduce the national 
debt as a proportion of GDP, 
and that is a great deal more 
than a token. 

The political crisis will 
remain, though, even if Con- 
gress passes (and the president 
accepts) an equivalent pack- 
age. The procedure of drafting 
through a secret cabal - open 
disagreements secretly arrived 
at, you might say - is obvi- 
ously undesirable, and has 
been denounced; but it was 
imposed by the general reluc- 
tance of almost any politician 
(apart from the rock-like Con- 
gressman Dan Rostenkowski) 
to speak words of discomfort in 
public. The package was 
designed as a political orph&n- 

It also evaded three big 
issues which will have to be 
faced: the need for the rich to 
pay their share of any new rev- 
enue; the claims of the old, 
who now absorb half the total 
discretionary expenditure of 
the federal government; and 
the rampant waste in the now 
largely redundant defence pro- 
gramme. It will be a tragedy is 
the US has to wait for an infla- 
tionary debt crisis and a col- 
lapse of the dollar before the 
voters are willing to support 
men who speak the plain truth. 
Don’t cry for me, Argentina? 
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ACROSS 

2 Position adopted by idlers in 
desperate straits (5£3,4) 

10 Don’t take time off (5) 

11 1 stay true to the principle 
of self-denial (9) 

12 Drag man out to see aged 
parent (7) 

13 Peak time before break (7) 

14 Art of piano playing (5) 

16 Arrange a bed and board on 
the borderline (9} 

19 Land of Hope (9) 

20 A substitute for medicine (5) 

22 Rise for the workers? (7) 

25 Money that’s not well 
earned (4-3) 

27 Many return capital and a 
batch of notes (S) 

28 A for cry from tbe Tyrol (5) 

29 That quick prowl round to 
find cover (9,5) 

DOWN 

2 Gypsum and basalt are dif- 
ferent (9> 

3 Work to make some dough 
(5) 


4 Place of refreshment for 
curious Great Dane (3,6) 

5 Have an oral test? (5) 

6 Essential spirit (9) 

7 A point about wood for 
burning (5) 

8 Infantile habits (7) 

9 Soft Illumination leads to 
engagement (6) 

15 Mother superior? (9) 

17 The growth of a fairy-tale (9) 

18 Retract support on quiet 
deal that's been arranged 
(4-5) 

19 It unfolds and gives way (7) 

21 Might take to tbe air for a 

short time (5) 

28 Persuade an agency girl to 
start typing (5) 

24 Slow scoring rate? (5) 

26 An animal that's shy backs 
up (5) 

The solution to last Saturday’s 
prize puzzl e will be published 
with names of winners on Sat- 
urday October 20. 


This week’s topics: 

The Big Changes At Apple Computer 
Behind The U.S. Budget Deal 
Is Europe In For Recession? 

The Fire Sale At Saatchi & Saatchi 
Japan's Era Of Easy Money Is Over 

Now available at your newsstand! 
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Notice to Holders of 

THE MORGAN CRUCIBLE COMPANY PLC 

4,452,000 Non- Refundable Depositary Warrants 
constituted by the Global Depositary Warrant 
crated 22 nd July 1986 
(the “1986 Depositary Warrants") 
and 

25,000 Refundable Depositary Warran ts 
constituted by tiie Global Refundable Depositary 
Warrant dated 6th August 1987 
(the “1987 Refundable Depositary Warrants") 

In rasped of the above Warrants, notice Is hereby given as foBows:- 
On 1st Jung iWO/The Morgan CncMe Company pic announced a rights 
Sh ^ fts 25 pence each (the “Bights 
Issue ). Under the Rights issue, shares have been offered to nesting 
holdois M wayof rights at a price less than thamarhst price tasdafinedln 
‘°R5 on Agreement") retatirintathe 1986 
Depositary warrants and the share issue agreement tthe “Share Issue 
AgrareertT) relating to the 1987 RefundaSTSSKry 
Accordingly, pursuant to Clause 7(A)frv> of each ©f theQpaori Agrewnsm 
and the Stare Issue Agreement the Subscription PrEe oHne 1986 
Depositary Warrants and tiie 1987 Refundable Depositary VtarTantS has 

ttXStOS. £?£££!.?“ reCQfd "fchta ***■ ***? 

Pric «£J''* «*■ Depositary Warrants has been 
adjusted from 30lp per Ordinary Share to 291p per Ordinary Share. 

Tha Subscripacn Price lor pm 1987 Refundable Depositary Warrants 
hwbeen adjusted from 379p par Ordinary Share to 387p per Ordinary 



TH£ MORGAN CRUCIBLE COMPANY PUS 
By: Chase Manhattan Bank Uuwn&owsSJL 
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Plans for a sing le 
market have 


prompted a battle 


royal over the future 


of duty free shopping 


in Europe. David Churchill reports 


that the fighting remains evenly 
balanced and the role that the. 
consumer plays may be crucial 
for the future of the industry 
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THE European duty free 
Industry is in turmoil. Will 
intra-community duty free 
shopping be bautted after 1 90? 
when a stogie market between 
the member states comes trite 
force? Or will the concerted 
^lobbying efforts by European 
airlines, airports, ferries and 
..companies in the Scotch 
whisky, and cigarette indus- 
tries persuade Brussels to 
delay its proposals? 

The battle looks fairly 
evenly balanced. Ms Christians 
Scrivener, European Commu- 
nity taxation commissioner, 
made clear last month that 
Brussels was holding firm: 
“You can’t have everyffiing," 
she said. "You can’t have a sin- 
gle market and still say you 
are going to benefit from duty" 
free sales. That would -be 

• , - impossible.” 

• w : But M* 1 Jo*® Donthwaite, 

secretary-general of the. Doty 
Free Confederation, also re-ftT- 
firms the industry’s viewpoint: 
"The effects of abolishing duty 
fine shopping after 1892 would 
be to everyone’* detriment and 
nobody’s benefit.” 

The Duty Free Confederation 
is the UK arm of the . sophisti- 
cated Eur op e an -wide lobbying 
operation under way to con- : 
vince member governments 
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and the Brussels administra- 
tors that duty free should stay 
in force, however illogical it 
may seem in the fa*** of har- 
monising rjormniTnify ter and 
fiscal policies. 

- It is a fight where those who 
shop tn duty free outlets have 
seemed to show scant concern 
about the threat to their access 
to lower-priced goods. Mobfii- 
consnmer support for 
is one of the 



objectives 1 of the Dirty Free 
Confederation and airport trav- 
ellers especially are being tar- 
geted to build up public 
awareness of the threat to tra- 
datonal diTty free shopping. 

The status quo in duty free 
is due for a change. While 
' charter airlines have duty free 
sales techniques down to a fine 
art - their very livelihood is 
said to depend on how much 
duty free is sold in flight - 
scheduled airlines have been 
rather tardy in pushing sales 
in flight British Airways, how- 
ever, recently threw down the 
gauntlet to the traditional air- 
port outlets with a £200,000 
advertising campaign aimed at 
^persuading travellers that it 
was cheaper to buy in-flight 
rather than at the a i r port . 

Airport duty free rrtafiing is 
being forced to allow in more 


competition as a result erf pres- 
sure from the Office of Fair 
Trading. The OFT bad received 
complaints about high-prices 
at British airports ana the 
BAA - which earns' some 
£LQ0m a- year, about a fifth of 
its profits from duty free sales 
- has responded fey allowing 
moire competition. 

An experiment will start 
next spring at Heathrow air- 
port's terminal four where two 
duty free outlets will be oper- 
ated by separate companies in 
an effort to give consumers 
wider choice. At presalt Alld- 
ers and Trusthonse Forte domi- 
nate airport duly free sales and 
control II shops at BAA’s 12 
main airport terminate. Other 
companies, anph as Debenhams 
and Selfridges, win be Invited 
to compete for the new con- 
tracts. Harrods operates a shop 
at the newly refurbished termi- 
nal three at Heathrow. 

Duty free gales are big busi- 
ness. World sales were esti- 
mated at some $UL5bn in 198% 
with $5£6bn of these «™b*g 
within Europe. For the airline 
and airport industry alone, 
consultants Coopers & 
Lybrand recently estimated 
that duty free goods worth 
£L19bn were sold by EC air- 
lines and airports. 

How did it all start? The ori- 
gins of duty free shopping are 
not well documented but the 
romantic history of duty free 
suggests that it started in 19th 
century Britain when aristo- 
cratic gentlemen, returning 
from the Grand Tour, claimed 
they needed the sustenance of 
wine on the journey home. 

It became accepted practice 
to permit the import of opened 
bottles of wine, and this biter 
became an unopened bottle of 
wine for the same purpose. In 
addition, the Royal Navy 
imported ram for distribution 
to crews from the 17th ce n t u ry 
onwards until the 1850s. 

It was the development of 
manufacturing industry that 
led restrictions on imports, by 
levying duties an them, to pro- 
tect domestic industries. In the 
20th century, the advent of 
ocean-going liners provided the 
opportunity for high duty 
goods at home to be bought 
elsewhere at lower prices and 
consumed on the journey. Duty 
free sales evolved by custom 
and practice. 

Modem duty free shopping 



Preparing trolley loads of duty 
really emerged in the late 1940s 
as a result of the post-war 
expansion of civil aviation. The 
first duty free shop was opened 
in the late 1940s at Shannon 
airport in Ireland, followed by 
Prestwick in Scotland in 19SL 
Both these airports were 
important stop overs for 
refuelling intemaHnrml flights. 
At first it was Just liquor that 
could be sold duty free, but 
these was soon followed by 
tobacco and perfumes. 

The concept of duty free has 
proliferated throughout the 
world: Moscow’s international 
airport, for example, has two 
duty free shops while a duty 
free service is available at Len- 
ingrad’s P Unavo airport. 

The traditional duty free 
products of liquor, tobacco, 
and perfumes - while still 
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Duty Urea shop In Moscow 


DUTY FREE: FOR AND AGAINST 


ir new 
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^ THE CASE for abolishing duty 
free within the European Com-, 
muntty is fairly dean as bar- 
motoring of fiscal structures 
takes place after 1992 it would 
v be out of place to grant special 
tax privileges to ferry and .air- 
line travellers and not t o any 
. other intra-community . con- 
sinners who cross national bar- 
' decs. ■ • ".r~ - . 

Bto the case for maintaining 
duty free is . also persuasive to 
those whose very livelihood 
depends on iL The butcome of 
the present high, level of lobby- 
ing ttmtwig rnwriliw states and 
in Brussels . win : depend,. how- 
ever. an how. other? are .per 1 -' 


a clear-cut case 


&& • 


Airports are said to be 
among the biggest losers. East 
Midlands Airport, tor example 
estimates that its annual loss if 
duty free, is abolished would be 
£tm. . 

General estimates are that 
duty-free keeps landing 
chargeo down by between 21 
per emit and 25 per cent: the 
obvious conclusion being that, 
if duty free goes, airline land- 
ing Chargee will go up and bo 
will airline prices. 


The impact of abolishing 
duty free sales will. In theory, 
also harm the cross-channel 
ferry industry at a time when 
it faces strong competition 
from the nhannpi TunneL 
Duty free sales are estimated 
to account for nearly two- 
thirds of all on-board and 
profits are said to keep feres 
down by an average 23 per cent 
on channel routes ana 12 per 
cent on routes between the UK, 
Tteigtem xnft T fop Netherlands. 


The case for maintaining duty free Is 
also persuasive to those whose very 
livelihood depends on It 
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The duty free -.industry to 
slightly annoyed that. it. is. hav- 
ing to spend a&y 'time and 
effort at all in defending its - 
existence. ' . 

“Really, ft should be up to 

the people in Brussels to make 
out an overwhelming, case in 
favour c< scrapping duty free,’!’ 
isays Mr John Douthwsdte, seo- 
Pr&aiy general of the Doty .Free 
Confederation.. • •_ 

“ Sum duty-free exists now. 
and works . to everyone's 
advantage, it seems that it. 
should ^ be up to. the Commis- 
sion to spell out the advanr 
tegtotoarosum^ 
and governments -alike from 
ending the. present.arrange- 
menter he adds.' ' ■ 

The- arguments; against 

r> tatswPjm'Sevvral 
■> r , Duty Free Confederation and 
V its related European counter- 
r / parts harc wmimteaioned aea- 
/;• demic studies' fo -support 
y.- ..daims about the likely impact 
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jAou the mate 
free shopping 


Yet such seemingly clear-cut 

relationships between prices 
and costs are never as simple. 
European airlines already oper- 
ate in a largely protected mar- 
ket place as a result of national 
gover n ments* determination to 
.sovereignity over 
scheduled air routes. But, 
equally, they are operating in 
an atmosphere of increasing 
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duty free 

sales would put pressure on 
the airllnes to increase prices, 
they- may find themselves 
restricted from doing so by 
market forces and would have 
to look to other ways to main- 
tain competitiveness. 

As Qwa gteKne executive puts 
tfc Tt ' would be nice to t hin k 
vre could just pass on any extra 
cost* to our customers, but the 
real- world Isn’t like that: we 
woulcThave to think very care- 
fully before jacking up prices 
by. a*, much as is being 
■ suggested by the duty free 
lobby” he says. 


But the ferry operators and 
ahilnes will both probably find 
their pricing policies in the 
1990s neavlly influenced by 
fl ff te g pd and the general state 
of the world economy. 

The World Tourism Organi- 
sation and other forecasters 
maintain that international 
travel is set for steady, if 

unspectacular, growth in the 
1990s of about 4 per cent per 
year compound. 

Any price increases as a 
result of the aboUtton of duty 
free, therefore, would probably 
limit but not totally inhibit 
this growth. 

The travel trade also says it 
is worried by the implications 
of the miffing of doty free. 

Apart from the impact on 
charter airlines, which rely 
heavily on duty free sales, It 
could also see holidaymakers 
switching to non-EC resorts 
such as m Morocco or Tunisia 
and away from holidays in 
Greece and Spain. 

Among the many products 


that could free a slump In sales 
by the end of duty free, Scotch 
whisky would probably be 
among the hardest hit The 
Netherlands Economic Insti- 
tute, which carried out an eco- 
nomic survey of the implica- 
tions of ending - duty free, 
suggests that between 40 per 
cent and 70 per cent of existing 
duty free business would be 
lost 

The problem with such 
reports, however, is that while 
the bodies concerned are 
undoubtedly totally indepen- 
dent in their research find- 
ings, they are still producing 
doom scenarios paid for by the 
lobby groups who are trying to 
save duty free sales. 

What would be most helpful 
to the present debate would be 
a truly independent study of 
what might happen when duty 
free goes, paid for by neither 
the Brussels administration 
seeking the change nor the 
industry which wants to main- 
tain the status quo. 

Such a study might find that 
the loss of duty free sales 
would be relatively damaging 
in the short-term to a wide 
range of Interests, but that the 
effects would probably even 
themselves out after a few 


It Is whether community 
governments really want the 
short term hiatus that scrap- 
ping duty free win entail that 
will probably decide the time- 
table for duly free’s abolition 
and its consequent effects on 
the sectors involved. 

David Churchill, 
Leisure Industries 
Correspondent 


free goods before take off 
accounting for some two-thirds 
of all duty free sales - are 
very much hi ii^ina In their 
place are a variety of other 
products being sold, ranging 
from consumer electronics 
through to designer clothes, 
jewellery and watches. 

Some observers of the duty 
free market believe that the 
present industry pre-occupa- 
tion with .the potential aboli- 
tion of du ty free is leading the 
industry astray. 

“Where is the dynamism and 
pioneering attitude that got 
European duty free to the 
point it is today,” asks Mr 
Colm McLoughUn, general 
manager of Dubai’s duty free 
operations. 

“European duty free has 
been confronted with problems 
before. But these problems 


have usually been resolved.” 

Some European duty free 
outlets are responding to the 
challenge laid down by the 
1992 chang es. SAS Trading; for 
example, this year opened 
Scandinavia's largest airport 
shopping development at 
Stockholm’s Arlanda airport. 
SAS is also developing ways of 

making airport shopping more 
hassle-free: it offers pre-flight 
mall order buying, for exam- 
ple, similar to schemes oper- 
ated by charter airtimm mw-h as 
Denmark’s Sterling Airways. 

Others are taking steps to 
target important markets such 
as the Japanese leisure and 
business travellers. Japanese 
travellers, for example, only 
account for 5 per cent of pas- 
sengers at London Heathrow 
airport’s ter minal three, but 


over 25 per cent of the total 
spent on doty free. At Paris’s 
international airports Japanese 
customers account for some 80 
per cent of sales of Omega 
watches; Donhfld says that 50 
per cent oi Its sales are to Jap- 
anese or As te n customers. 

The problem facing duty free 
operations in Europe is the 
uncertainty of what win hap- 
pen after 1992. The history of 
EC initiatives for Europe-wide 
Mangas is littered with com- 
promises and ad hoc arrange- 
ments. Many fear that this will 
happen with the duty free area. 

The most likely outcome of 
the present dispute between 
duty free operators and Brus- 
sels is some scot of compro- 
mise. At best this will mean a 
delay of several years before 
duty free is finally abandoned, 
giving the Industry rime to 
come to terms with developing 
shopping Initiatives to counter- 
act the loss of mainstream 
duty free volume sales from 
liquor and tobacco products. 

The industry Is supporting 
ideas for greater vendor con- 
trol. This includes special 
shopping coupons given to 
buyers of airline tickets or the 
more sophisticated technique 
of a smart card — an electronic 
shopping card which recog- 
nises whether or not the holder 
to entitled to duty free dis- 
counts on purchases. 

Part of the problem of reach- 
ing a consensus of opinion on 
duty free Is that most member 
governments have differing 
degrees of interest in the issue. 
The British government, which 
might have been expected to be 
very concerned at the Impact 
an industry if duty free goes, 
has been rather ambivalent 
On the one hand , expressing 
concern at possible job losses 
but, on the other, supporting 
the frtew of Hh*»raH«ring- restric- 
tions on trade and travel 

But does the doty free shop- 
per really care? A recent mar- 
ket research survey, by the 
Harris research company, 
found that most duty free 
shoppers only bought goods 
because they were bored. 
Given the potential for more 
airport delays in the 1990s as 
the skies become more 
crowded, it would seem likely 
that airport customers are 
unlikely to abandon airport 
shopping, whatever the price 
to db paid. 
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Frontier duty tree shop on the border of Finland and the Soviet Union, near Vyborg 


Is there life after 1992 for European Community duty free sales? 


Lord King (left) and Sir Colin Marshall, at the holm ol British Airways, tear distortion* 

SCHEDULED AIRLINES 


Politics emerges as the real barrier A gloomy horizon 


AS far as the European 
Commission is concerned there 
is nothing more to say an the 
subject of duty free. There Is 
no need for any special propos- 
als on the subject, nor any spe- 
cial debates. In the single mar- 
ket duty free sales will be 
illegal: it is as simple as that. 

However, the screams from 
the producers and vendors of 
duty free are not getting any 
quieter, and even seme mem- 
ber states are beginning to 
come round to the view that 


effect of making all duty free 
sales illegal. The proposals 
would abolish any notion of 
Import and export within the 
Co mmuni ty, and with them, 
they would abolish the machin- 
ery of travellers allowances. 
All goods would be taxed - 
there is no provision for spe- 
cial exceptions - either for 
duty free or for any other sort. 

However, these two propos- 
als are far from having been 
agreed by member states. Like 
all matters that concern taxa- 


The real problem is a political one, 
and the temperature on this score is 
yet to be tested 


there is something in duty free 
that needs to be saved. The 
Commission has lost most of 
its battles in the difficult area 
of indirect taxation - it is just 
possible that it could have to 
back down on this one too. 

From a logical viewpoint, the 
Commission’s argument is a 
strong one. In a single market, 
you cannot start giving people 
special breaks for moving from 
one part of that market to 
another. Even before the talk 
of the single market, there was 
no particular justification for 
duty free sales. 

They are simply a Govern- 
ment subsidy to one sector; the 
problem is that the gimmick 
has worked, the market exists 
and getting rid of it is not 
going to be painless. 

The future of duty free sales 
is impUdtly dealt with in the 
Commission's two existing pro- 
posals on the subject of indi- 
rect taxation, on VAT and on 
excise - which would have the 


tion, they need the unanimous 
approval of member states - 
something that is proving hard 
to get The Commission argues 
that if member states are 
unhappy about the duty free 
consequences of the proposals, 
they can put forward their own 
amendments. These amend- 
ments would also need the 
agreement of everyone. 

“No one gives this a cat in 
hell's chance" was a commis- 
sion official’s view of the 
chances of victory for the duty 
free groups. He did neverthe- 
less welcome the fact that the 
industry was becoming rather 
more sensiblg in their lobby- 
ing. "They used to behave as 
through it was a God-given 
right. At least they now realise 
its a politicians’ given right,” 
he said. 

One difficulty is that the pat- 
tern of duty free sales is differ- 
ent in different member states. 
The UK, which is far and away 
the largest both in sales and in 


manufacture, is taking a some- 
what ambivalent position on 
the Issue. 

The Netherlands, for which 
duty free sales is also impor- 
tant, is likely to put up a 
strong fight. By contrast many 
other countries, which have 
never acquired the habit of 
buying a bottle of sprits every 
time they get on a plane, are 
most unlikely to actively sup- 
port measures to keep the mar- 
ket alive. Thus a total support 
one way or another is not 
going to be readied easily. 

The issue raises particular 
problems for British politi- 
cians. In theory, the UK is one 
of member states commit- 
ted to the principle of a free 
market, and intellectually at 
least it sup ports the Commis- 
sion's position. However, given 
the importance of the industry, 
it has said that if It can be 
found that "real economic 
damage" is done by killing the 
industry off, it will re-consider 
the matter. It is viewing the 
n atter as a practical w . and 
if it is convinced that a wealth- 
creating industry is being lost, 
it is likely to start the fight to 
save it 

So far, British nffirfate are 
sceptical about some of the 
research that has been pro- 
duced on the Importance of the 
industry. As most of it has 
indirectly been sponsored by 
the industry itself, there Is no 
reason to believe that its pre- 
dictions would necessarily 
come to pass. A study pro- 
duced last year by the Nether- 
lands Economic Institute on 
behalf of the duty free lobby 
claimed that 7,200 jobs would 
be lost directly in duty free 
shops, and many more in the 


manufacturing and tourist 
industries. As a result of the 
lost profits, air fares would go 
up by 10 per cent and ferry 
fores by 23 per cent 
Some member states argue 
that the prinriple of the gfngfa 
market may not be that impor- 
tant. Tndapri , that principle has 
been breached in the Commis- 
sion’s proposals for VAT and 
excise duties, which make a 
distinction between the tax 
arrangements for goods con- 
sumed at home, with those 


to the proposed control system. 
Can the vendors - in whose 
interests it is to sell as much 
duty free as possible - act as 
the policemen for the system, 
making sure that sales are 
strictly limited!? 

More diffic ult is how the sys- 
tem Is worked. If each traveller 
can only buy duty free in one 
place, the system might be 
fairly straightforward. How- 
ever, this solution is not likely 
to be acceptable to the indus- 
try. If instead they could buy it 


Even before the talk of the European 
Single Market, there was no particular 
justification for duty free sales 


consumed in other member 
states. 

If the Co mmissi on does have 
to accept that duty free sales 
»honiH stay, there remains the 
serious problem of how the 
market should be controlled 
once frontiers are removed. 
The industry has suggested 
that the vendors could control 
sales. The Commission would 
probably like to throw cold 
water on the idea; unfortu- 
nately, as it suggested this idea 
to the industry in 1983 as a 
nv>npg of making the gri sti ng 
market work more efficiently, 
it cannot be too dismissive of 
it 

Instead, the Commission has 
suggested that this system of 
centred might be illegal after 
1992. The single market act 
abolishes frontiers: it is possi- 
ble that the system of controls 
by vendors would constitute 
frontiers, and would therefore 
be outlawed. 

There are practical problems 
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As the representative body of over 
70 airports throughout the British isles 
and as a founder member of the Duty-Free 
Confederation, we wholeheartedly support 
the campaign to preserve intra-community 
duty-free sales which are threatened by 


abolition after 1992. 
















at multiple points along a jour- 
ney, officials are worried that 
the control, perhaps with spe- 
cial punched computer cards 
might start getting a bit com- 
plicated. Whatever system of 
stamps was used would have to 
serve not just for the passenger 
but would need to allow the 
tax man at home to keep track 
of volumes. 

There Is little donbt that 
these practical problems can 
be solved if need be. The real 
problem is a political one, and 
the temperature on this score 
is yet to be tested. Because 
there has been no proposal 
from the Commission, member 
states have still not discussed 
the matter in any detail. They 
are going to have to address 
the issne by themselves, 
because the Commission is 
showing no signs of doing any- 
thing. 

Lucy Kellaway, 
Brussels 


EUROPEAN duty free sales in 
perfume and cosmetics have 
been estimated at about 15 to 
20 per rant of total sales in the 
industry. The loss in sales, 
should duty free be abolished, 
could be heavy. 

According to the Federation 
Franqaise de 1 Industrie des 
Produits de Parfumerie, de 
BeautS et de Toilette, sales at 
duty free outlets have 
increased by an average 24 per 
cent per annum with cosmetics 
contri buting heavily to this 
growth. 

Mr Jaojues Greep, interna- 
tional director of perfume at 
Christian Dior, says that world 
duty free sales of fragrances 
and cosmetics amount to 
FFrl9bn while European sales 
make np FFr5.6bn of this. 

He adds that the loss of per- 
fume sales, should duty free be 
abolished, would affect France 
heavily. About 80 per cent of 
fragrances and cosmetics sold 
duty free is of French origin. 

Tbe perfume industry is 
made more vulnerable because 
of tbe nature by which it is 
bought from duty free outlets. 
A survey for the Netherlands 
Economic Institute, in 1989. 
found that 60 per cent of pur- 
chases of perfumes and cos- 
metic were made by business 
travellers, while 40 per cent 
were by tourists. 

It said that business travel- 
lers tended to buy luxury prod- 
ucts such as perfumes as a 
present while tourists more 
often bought for personal use. 

Such impulse purchases are 
particularly important for lux- 
ury products such as perfumes 
ami cosmetics. 

The survey has predicted 
that, based on the assumption 
that 60 per cent of passengers 
in the EC are travelling wi thin 
the Community, about 60 pa 
cent of intra-EC duty free sales 
of perfume and cosmetics will 
be lost. This initial loss will 

amount to Ecu200m. 

"An analyses we have matte 
show that roughly speaking we 
would lose 6Q to 65 per cent of 
sales from duty free outlets in 
Europe should duty free go." 
confirms Mr Greep. 

Within the industry there 
are fears that the loss of sales 
to duty free outlets will not be 
recovered on domestic mar- 
kets. Impulse buying is, it says, 
less common in domestic mar- 
kets and the recovery rate 

COllld ammrnt to, at most. 25 
per cent. 

Mr Greep is even more pessi- 
mistic. 

"According to our special- 
ists, it would not be posable to 
recover more than 12 to 15 per 


EUROPE’S scheduled airlines 
are not looking forward to 
1992. The creation of tbe single 
free market will lead to higher 
air fores in the European Com- 
munity a duriiwa in pas- 
senger numbers, according to 
industry analysts. 

The proposed abolition of 
duty and tax free sales wW bit 
demand for flights between 
member states mid raise costs 
for EC airlines, according to 
tbe latest report on the impact 
of the stogie free market com- 
missioned by the International 
Civil Airports Association. 

Scheduled carriers, however, 
are not expected to suffer as 
badly as their charter-based 
competitors from the loss of 
duty free income. 

Large airline* such as Brit- 
ish Airways rely less heavily 
on income generated by on- 
board sales than smaller char- 
ter operators that compete to 
sell discounted seats to tour 
operators. 

The main impact of the abo- 
lition on duty free shopping 
will be in airport charges. Coo- 
pers and Lybrand Delottte, the 
London firm of accountants 
earlier this year told the Inter- 
national Civil Airports Associ- 
ation that. Community airports 
face a Ecu350m cut in profits 
after 1992. 

They are expected to recover 
the less from duty free aboli- 
tion through increased charges 
for airlines. "Landing and pas- 
senger related charges would 
have to be raised by an aver- 
age of 14 per cent," toe accoun- 
tants 

The airlines, in turn, will 
eventually have to offset the 
increased handling charges by 
raising fores. 


Sir Colin Marshall, deputy 
chairman and chief executive 
of British Airways, has warned 
that the cost of changes to the . 
industry's infrastructure after 
1992 will ran Into trillions of 
pounds. "Mr and Mrs Flying 
Public will pick up the bill for 
these necessary improvements 
at tbe end of tbe day,” he said. 

The BA chief executive is 
more concerned at proposals to 
extend value added tax to 
transport as part of EC moves 
towards fiscal harmonisation. 

Intercontinental airlines 
with offices around the world 
would have to manage a char 
otic fore structure to meet the 
VAT proposals, according to 
Sir Cohn, who said: “A passen- 
ger can buy a ticket in Alaska 
for travel between London and 
Edinburgh. Where would the 
VAT element of that fore he 
paid? And what would be pay- 
able on a ticket from Glasgow 
to non-EC Switzerland and 
then on to Italy? Would a 
non-EC intercontinental airline 
pay VAT on a European sector, 
and to whom?” 

Duty free concessions can be 
removed only once all other 
trade and travel barriers are 
gone, he added. 

Smaller scheduled carriers 
are likely to be harder hit than 
aiiUnga of the size of British 
Airways. Companies such as 
Ryanair, the Irish airline 
which operates routes to Eire 
from Luton Airport, will find 
its ability to offer discount 
sputR curtailed as increased air- 
port charges start to r e p resent 
a higher proportion of costs. 

Fares of flights such as 
Ryanair’s daily service 
between Luton and Shannon 
could rise dramatically. Coo- 


pers and Lybrand Deloitte’s 
recent report on the future of 
the duty free industry said: 
"On such routes, scheduled air 
fores could rise on average by 
between 10 per cent and 20 per 
cent, with the lowest leisurere- 
lated fores being even more 
adversely affected.” 

Some carriers such as Air 
France have stopped offering 
duty free on inter-EC flights. 
Air France decided duty free 
income was not large enough 
to warrant the disruption to 
other on-board services. 

The increased costs and seat 
prices likely to be forced on 
European airlines could be 
good news for non-EC carriers 
operating within the Commu- 
nity. Airlines such as Pan Am, 
the US carrier which sells dis- 
counted seats mi the London- 
Frankfort leg of its flight to 
Delhi, could benefit from 
higher fores charged by Euro- 
pean competitors. But these 
airlines would also have to 
bear the brunt of increased air- 
port charges. 

The main danger for sched- 
uled carriers is higher airport 
charges. BAA, formerly the 
British Airports Authority, 
which earns about £L00m a 
year from duty free sales, 
could have its profits halved by 
tiie abolition of duty free sales. 
BAA’s biggest clients, the 
scheduled airlines, would be 
expected to make a greater 
contribution to its income. 

Sir Colin Marshall warns 
that thB nhar^g pg planned for 
1992 coiild lead to “distortions 
htmI anomalies just at a time 
when we should be removing 
the old ones.” 

Thn Burt 



World duty free sales of fragrances and cosmetics amount to FFrlSbn 

PERFUME 


The scent of heavy 
losses is in the air 


cent on the domestic markets,” 
he said. 

The losses to the industry 
would not be purely flmmrfai 
Like tobacco, perfumes and 
cosmetics benefit from the 
shop window provided by duty 
free outlets and, as a result, 
tiie loss in the promotion of 
products would be severe. 

"The loss of window and 


Duty free outlets are exempt 
from those criteria. Airport 
shops that continued to trade 
as duty paid outlets would 
have to make the necessary 
changes to conform to the 
industry's regulations. 

This, says Mr Greep, is 
another danger lacing duty 
free outlets. 

The industry has certain 


The perfume industry is made more 
vulnerable because of the nature by 
which if Is bought from duty free outlets 


advertisement space would be 
a loss for us and for tbe tourist 
industry,” says Mr Greep. 

In addition the French per- 
fume industry has strict rules 
as to how its products are sold. 
It has tiie right to refuse sup- 
plies if an outlet does not com- 
ply to the criteria that are set 
out by industry and approved 
by the government in France. 


contingency plans. It intends 
to maintain outlets at airports. 
This way it could stiff benefit 
from the impulse buying of 
travellers. Other plans relate to 
new marketing and 

new products. 

In France, the industry is 
lobbying heavily both fSu* 
mtoisters and the European 
p arli ament in Strasbourg. 


However, Mr Greep says: 
“We have not really thought 
about how we will compensate 
losses because we have to be 
optimistic." . 

It isn’t just optimism that 
explains the lack of prepare* 
tion. There is scepticism 
within the industry over 
whether tax . harmonisation 
wiff have been reached by Jan- 
uary 1 1993. 

"I don’t think duty free will 
be aholiahpd because tax bar* 
monisation is one of the corefr 
tions for a single market,” says 
Mr Greep.' 

Like other duty free Indus’ 
tries, the perfume industry 
seems bewildered as to what 
the point of abolishing duty 
free would be. 

"Who gains?” Mlr» Mr GreftP* 
"The industry loses, airports 
lose and ul timate ly the con- 
sumer loses. ft would be a nui- 
sance for everybody." 

Emma Tucker 
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Freedom of trade. Freedom of travel. 
Freedom of purchase. Ail things we are Jed to 
believe will be brought about by the Single 
European Market. But in fact some of our 
existing freedoms are under threat. 

If the European Commission puts an end 
to intra-community duty and tax free sales, you 
will no longer be able to save up to 40% on spirits 
and cigarettes and up to 20% on perfume when 
you travel by air and sea from the UK to other 
member states, t-urthermore the resulting loss 
of income to airports, airlines and ferry 
operators would leave them no alternative but 
to raise charges. 

Increased charges from airports to airlines, 
coupled with the airlines’ own reduced income 
would mean increased fares. Charter airline seat 
costs could rise by 10%. Likewise cross-channel 
ferry fares could rise by as much as 23%. 

Inclusive tour holiday prices to 
Community countries would become less 
competitive to the benefit of non-EC destinations 
and the detriment of EC tourism. 

Manufacturers would lose a valuable 
‘shop window’ for high value, luxury goods 
produced predominantly within the Community. 

These are some of the reasons why 
the companies which make up the Duty-Free 
Confederation are campaigning to ensure that 
duty-free trading continues in Europe for as long 
as possible. Representing over 60 major UK 
companies including airlines, airports, shipping 
companies, duty-free shop operators, ship and 
airline chandlers, manufacturers and suppliers, 
the Confederation is but one of 16 such 
organisations throughout Europe including 
one in every Member State of the Community. 
All of them are united in their support for the 
creation of a Single Internal Market, but more 
importantly, in their belief that the abolition of 
duty-free is neither necessary, nor desirable. 

That’s where you come in. The greater 
our support the better our chances of success. 

If you are interested in joining our campaign or 
simply finding out more about the issue, please 
either complete the coupon below and send it 
to the Duty-Free Confederation, Priory House, 

8 Battersea Park Road, London SW8 4BG or 

telephone Q~J | _498 3770 

The Duty-Free Confederation 


VALUE 

DUTY-FREE 


Duty Freedom? 

When 

the barriers come down 
you may have to pay 
more than just 
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Please send me more information about the Duty-Free Confederation. 




ADDRESS 


qp behalf of tne Duty-Tret: ! _ o n • §<j er ai;o nt 


POST CODE 

Duty-Free Confederation, Priory House, 8 Battersea Park Road, London SW8 4BG 







I 


FINANCIAL TIMES MONDAY OCTOBER 8 1990 


EUROPEAN DUTY FREE 4 





t fi' ; ' | 




P7 


"r'- rr^ a 
**881 

^ <** 



I ] Sp 


The best savings are cm spirits and cigarettes with hlf^i rates of excise duty 

Are the savings on duty free goods worthwhile? 

A bargain in spirit 


THE POPULAR view of duty 
free shopping seems to swing 
between two extremes. Duty 
free shops are criticised for the 
high mark-ups on the goods 
but the large volumes of duty- 
free sales that in practice 
many people think they're 
making worthwhile savings. So 
are consumers getting a good 
deal? 

Generally, consumers make 
the best savings on spirits and 
cigarettes, as they should save 
on the excise duty which nor- 
mally makes up a large propor- 
tion of their price, as well as 
on VAT. 

On gift items such as cam- 
eras. watches and perfumes, 
consumers save only on VAT. 
A survey of duty free prices in 
Which? magaring showed that 
duty free spirits at airports in 
the UK were about 40 per cent 
cheaper than in the high street 
for products. For a luxury 
product, such as Glen&ddich 
whisky there was a 30 per cent 
saving. 

For perfume, UK airport 
prices were about 20 per cent 
lower than high street prices. 
Compact cameras came off less 
well, with savings of just over 
10 per cent on average for two 
of the three in the survey. For 
the third, you saved only S per 
cent - and it cost less in some 
local shops than at Luton and 
Heathrow airports. So the nag- 
ging suspicion that some goods 
available duty-free may be pur- 
chased lor the same price or 
cheaper in the high street may 
occasionally be right. 

Travellers may do better to 
wait and buy at the airport on 


the way back. British airports 
are not particularly cheap for 
spirits and perfumes compared 
to the airports in some Euro- 
pean countries. Amsterdam 
and Athens airports, in partic- 
ular, have low prices for these. 

Id some countries, such as 
Spain, where taxes on spirits 
are tow, you may find cheaper 
spirits in local high street 
shops abroad than duty-free at 


ports were charging between 
£6.65 and £9.29 - a minimum 
mark-up of 100 per cent 
On a pack of 20 king size 
cigarettes costing £175, almost 
£125 is excise and VAT. If the 
foil saving was passed on to 
consumers, a duty free carton 
of 200 cigarettes would be £5. 
But UK airports were selling 
them for almost double this - 
from £9.45 to £9.99. 


The IDFC claims that without the profits 
from duty free sales, air and ferry fares 
and package tour costs would rise 


the airport In the UK or on the 
plane. Travellers to a country 
with high taxes on spirits, such 
as Denmark, though, should 
stock up before they go - the 
high street price for a bottle of 
Johnny Walker Red Label 
whisky is twice that in the UK. 
Duty-free spirits often have & 
higher percentage of alcohol to 
volume thaw usual — giving 
more alcohol for your money. 

In spite of the bargains, 
duty-free shops do charge a 
considerable mark-up on the 
spirits and cigarettes they sell. 
For example, a 1 litre bottle of 
Gordon’s gin in a supermarket 
costs about £11.75 (Which? sur- 
vey). Excise duty and VAT 
account for £8.47 of the price - 
£3.28 is the cost of the gin, 
including the profit for the 
manufacturer and the shop. 

hi a duty free shop, as you 
don’t pay either excise or VAT. 
you might expect a bottle of 
Gordon’s gin to cost about 
£3.28, as weLL Instead UK air- 


Although consumers are 
maWng savings, the duty free 
operators are making even bet- 
ter profits. 

BAA justifies the large 
mark-up on duty free goods at 
Heathrow and its other air- 
ports on the grounds that like 
many other airports, it uses 
the profits to subsidise landing 
charges, keeping fares down, 
and to develop new airport 
facilities. 

However, this is not neces- 
sarily the most efficient way of 
running airports - nor is It 
dear why it’s sensible to get 
people who buy duty frees to 
subsidise the air fares of other 
travellers. 

BAA controls the prices of 
goods in its duty free shops by 
insisting that the concession- 
aires who run them offer mini- 
mum price discounts over high 
street prices or manufacturer's 
recommended retail prices. 
These price guarantees feature 
heavily in BAA advertising. 


In general, the Which? sur- 
vey found that they did stick to 
their promises, except for the 
three compact cameras - none 
met the 15 per .cent discount 
target But apart from provid- 
ing a useful advertising tactic, 
another advantage to BAA of 
this method of -mice setting is 
that if prices go up in the 
shops when excise duty is 
increased in the Budget BAA'S 
prices can follow suit 

So duty free prices rise, even 
though no excise duty is paid 
on duty free alcohol and cigar 
rettes. 

Consumers might get a bet- 
ter deal if they could shop 
around between different duty 
free shops. At the moment 
competition is very limited. 
Within each airport terminal, 
there is generally only one 
operator selling the same types 
of duty free goods. 

BAA says it intends to start 
introducing directly competing 
duty free shops. Other airports 
should do the same. 

The creation of the Single 
European Market may spell the 
end for duty frees. Ifs argued 
that there’s no logical reason 
for duty free sales, as people 
will no longer be leaving one 
customs zone before entering 
another. In addition. If there 
are only very limited customs 
checks, it could be difficult to 
make sure travellers keep to 
their allowances. 

The International Duty Free 
Confederation, which repre- 
sents the industry, rfaims that 
without the profits from duty 
free sales, air and ferry fares 
and package tour costs would 
rise. Ifs arguable, however, 
how much impact this will 
have. 

The IDFC proposes a system 
of vendor control - duty free 
shops should ensure travellers 
do not exceed their allowances. 
They could be made legally 
responsible for this, replacing 

customs control. It's still 
unclear what will be decided, 
although the Council of Minis- 
ter will have to make a deci- 
sion soon If arrangements are 
to be made to move to a new 
situation by 1993. 

It's logical that duty free 
sales within the EC should 
come to an end as the single 
market develops. However, 
there's a good arg umen t, for 
them continuing until the lim- 
its on the amount of goods 
bought duty and tax paid 
abroad are abolished - which 
is due to happen from 1993. 
That way consumers won’t 
lose the perk of buying duty 
frees before they see the bene- 
fits of the new system. 

Stella Yarrow, 
Consumers Association 






Britannia, which operates more than 40 aircraft, fears that price Increases will be far higher than estimated 

CHARTERED AIRLINES 

Prepared for a hard landing * 


BRITAIN’S charter airlines are 
preparing for a bard landing. 
The European Community 
wants to abolish the duty free 
sales which many of the carri- 
ers re|y on for the safety mar- 
gin between profit and loss. 

Income from duty and tax 
free sales made up almost an 
the profit for some carriers last 
year and airline executives fear 
the EC plans will increase 
costs and lead to redundancies. 

If the present downturn in 
European holidays continues 
into 1990, airlines could lose a 
vital source of income at a 
time when they are struggling 
to compete in a shrinking mar- 
ket 

The loss of duty free conces- 
sions and higher airport 
charges are expected to 
increase the price of charter 
flights by up to 6.6 per cent 
The knock-on effects would be 
severe. Inclusive holiday costs 
would be sucked into an 
upward spiral which would hit 
demand for inter-EC traffic. 

A report for the Interna- 
tional Airports Association by 
Coopers and Ly brand Deloitte, 
the London-based accountancy 
firm, warns that the number of 
inter-EC passengers could fall 
by more than 2m after 1992 and 
European charter airlines will 
lose about Ecu210m a year. 

Mr Bob Parker-Eaton, deputy 
managing director of Britannia 
Airways - which claims to be 
the world’s largest charter air- 
line - says the abolition of 
duty free concessions will 
rebound four times on EC air- 
lines. 


"The departure airport, the 
outbound flight, the overseas 
airport and the inbound flight 
will all lose the opportunity to 
make duty free sales and all 
will lose revenue which will 
have to be replaced. The pas- 
senger will have to pay." 

Britannia, which operates 
more than 40 aircraft, fears 
that price increases will be far 
higher than estimated by the 
industry analysts at Coopers 
and Lybrand Deloitte. Mr Par- 
ker-Eaton says the element of a 
holiday price represented by 
airline costs could rise by up to 
20 per cent. 

Such increases could change 
the complexion of air travel in 
the EC, where 69 per cent of all 
international travellers fly on 
charter flights, according to 
Britannia, 

lh Britain, the duty free pro- 
posals could have a serious 
effect on staffing by charter 
airlines. On average, staff 
receive commissions from duty 
free sales equivalent to 20 per 
cent of their salary. Coopers & 
Lybrand Deloitte predicts: "If 
duty free allowances were to 
be withdrawn, there would be 
reductions in both cabin crew 
and ground staff.” 

Operating margins would be 
hit by increased charges as air- 
ports raise their own prices to 
offset duty free losses. The 
tough competition in the UK 
has this year seen several air- 
fines oease trading; including 
British Island Airways, Para- 
mount Airways and Novair. 

Elsewhere In Europe, the 
forecasts are equally gloomy. A 


study by the Netherlands Eco- 
nomic Institute (NED predicts 
that the EC plans will force 
Dutch tour operators to 
increase seat prices by up to 
7.5 par cent. 

Meanwhile. Denmark’s three 
charter airlines - Sterling Air- 
ways, Maersk Air and Conair 
- stand to lose more than 
profits of Ecul6m a year if the 
proposals to abolish duty free 
are endorsed in Brussels. 
"Recovering the reduction in 
profit means an increase in 
feres (in Denmark}," says the 
NEL 

In Ireland, duty free aboli- 
tion will put Ecu 15m at risk, 
according to the report, which 
estimates there would be fare 
increases of 10 per cent on 
inter-EC flights. 

Only in France, where about 
14 per cent of passengers travel 
by charter flights, are the EC 
proposals expected to have lit- 
tle effect 

Most French tour operators 
hire aircraft and crew from Air 
France, the national flag car- 
rier. which does not offer duty 
free sales on short inter-EC 
flights. 

“The impact on passenger 
transportation by air is consid- 
ered marginal," the NEI says. 

Britain’s carriers are not so 
optimistic. Mr Parker-Eaton 
says moves to abolish duty free 
could send shock waves 
through the charter airline 
Industry and, inadvertently, 
push some carriers to the 
brink of bankruptcy. 

•"There is a very real danger 
of the baby being thrown out 


with the bath water. Because 
of its dependence on the lei- 
sure passenger and on fierce 
competition and a price-sensi- 
tive market, charter will be hit 
far harder by any abolition of 
duty free privileges than will 
scheduled airlines,” he says. 

Holidaymakers faring higher 
flares within EC destinations 
are expected to choose alterna- 
tive short-haul destinations 
such as Tunisia, Morocco and 

Cyprus- _ . 

Charter earners are trying 
prepare for 1992 by selling non- 
dutiable items on their aircraft 
Britannia, for example, last 

year sold watches worth £15m 
to passengers. 

Mr Parker-Eaton says air- 
lines are under pressure to 
raise ticket prices and seek 
non-EC destinations. 

He is lobbying hard, how- 
ever, for the EC to abandon its 
duty free plans in favour of 
vendor control, the Scandina- 
vian system under which air- 
lines stamp passengers' tickets 
showing they have purchased 
the legal allowance of tax frect. 
goods and no more. “ 

Mr Parker-Eaton believes 
such a system allows airlines 
to retain duty free sales with- 
out requiring checks at fron- 
tier controls. 

He hopes "wiser heads will 
prevail and that In ter -EC duty 
free privileges will continue, 
policed by a system such as 
vendor control 

"There is too much to lose 
not to do so.” 

Tim Burt 
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A double disadvantage ' 
for the European passenger 


ABOLISHING duty and tax 
free sales may well prove one 
of the most on pop alar mea- 
sures the European Commis- 
sion has ever envisaged. 

Not only will their abolition 
mean the average Euro-con- 
sumer will be unable to buy 
cheap spirits and cigarettes for 
his or her holiday - let alone 
perfume and aftershave on the 
•way home - but the chances 
are that he will have higher air 
fares for the privilege. 

Brussels argues that once 
VAT rates are harmonised 
sometime after 1992, there will 
no longer be any logic in main- 
taining tax free sales. Adxnit- 

Most airports are 
sure that little will 
actually happen on 
January 1 1993 

tedly, the harmonisation Is not 
yet agreed - some EC govern- 
ments have strongly resisted 
the proposals to align val- 
ue-added and excise taxes more 
closely. 

However, the probability is 
that sometime in the mid-1990s 
duty free sales at airports will 
come to an end for intra-com- 
munity travellers. 

The trouble is that those 
duty and tax free sales support 
a significant industry which 
incidentally provides an ele- 
gant voluntary cross-subsidy 
for other airport activities. 

In 1983, EcuL365bn- worth of 
duty and tax free goods were 
sold by Community airports, 
according to a recent study by 
Coopers & Lybrand, the 
accountancy firm for the Inter- 
national Civil Airports Associ- 
ation. About half of these sales, 
Ecu730m, were sold to intra- 
community passengers. It is 
this revenue that would suffer 
from any abolition. 

The effect on airports could 
be considerable. Normally, the 
airports receive a share of the 
turnover from duty free shops. 
At Schiphol Amsterdam air- 
port, for example, sales in 1988 
of FI 74m accounted for about 
15 per cent of the organisa- 
tion’s income, 

"The abolition of tax-free 
sales by passengers travelling 
in the EC would be a consider- 
able financial blow to the air- 
port,” explains Mr Berco Leef- 
tink, a manager In the 
commercial exploitation 
department at Schiphol. 


"About half of Amsterdam 
airport’s customers have desti- 
nations within the EC. If they 
are no longer allowed to make 
tax free purchases that will 
mean a cat in airport revenues 
of about FI 35m a year," he 
says. 

Other airports would be sim- 
ilarly affected. Adroports de 
Paris receives about 10 per 
cent of its turnover from such 
duty free sales. 

However, the organisation 
that would probably be most 
hit is BAA, formerly the Brit- 
ish Airports Authority which 
has been highly successful in 
marketing duty free sales at 
Heathrow and Gatwick air- 
ports. Last year, the company 
earned more than £!00m - 
about 15 per cent of its turn- 
over - from duty and tax free 
sales. 

The airports argue that 
income from duty free helps 
keep airport charges down. 
Although some of the loss in in 
revenue from duty free might 
be made up by other commer- 
cial activities, most of the less 
would have to be borne by the 
airlines through increased han- 


dling charges. 

Additional costs from the 
refurbishment of the airport 
terminal- buildings would also 
have to be passed on. The prob- 
lem is that the current separa- 
tion of domestic and interna- 
tional passengers would no 

longer be sufficient. 

Intra-community passengers 
would have to be separated 
from those travelling from non- 
Commnnity destinations, bat 
would also have to be kept 
apart from domestic passen- 
gers for security and immigra- 
tion reasons. 

BAA estimates that at 
Gatwick airport, domestic and 
intra-EC passengers account 
for about 60 per cent of total 
traffic. 

Mr Barry Goddard, head of 
parliamentary affairs at BAA 
and a director of the Duty Free 
Confederation, believes that 
refurbishing could take five 
years to complete and cost tens 
of millio ns of pounds at the 
BAA airports atone. 

Although the new terminal 
at Stans ted is designed for 
marimiim flexibility, it was 
never envisaged that the termi- 
nals at Heathrow and Gatwick 
would have to be altered so 
radically. 

The airports are faced with a 
tricky problem in passing on 
additional costs and the losses 


Top airports by duty 
free shop sales ($m) 


Airport Revenue 

Honolulu" 

450 

London Heathrow 

220 

Hong Kong Kal Tak* 

215 

Amsterdam Sdripol 

16S 

Singapore Chang I* 

160 

Paris COG 

150 

Taipei CKS* 

140 

Frankfurt 

135 

London Gatwick 

118 

Seoul Khnpo 

116 

Osaka Item! 

112 

Anchorage Int 

107 

Copenhagen Kaatrup 

96 

Guam Agana 

90 

Tokyo Narita 

60 

Loa Angeles Int. 

78 

Dubai M. 

66 

New York JFK 

62 

Zurich Kloten 

52 

Parts Orly 

52 

‘SOMtitadtrloduM 
Sourc* Dttfy Fnm Nmn 


from duty-free, according to Mr 
Christopher Smith, a consul- 
tant at Coopers & Lybrand. 

Non-EC airlines will be 
reluctant to bear the additional 
costs because they will still be 
carrying passengers able to 
buy duty-free. 

EC carriers will argue that 
their passengers, who should 
no longer need to pass through 
customs and passport controls, 
will use fewer airport facilities. 

Certainly the airlines will 
prove vociferous if airport 
charges increase as a result. 
Even before the Gulf crisis, 
they were suffering from 


increased costs, in terms of 
labour, ownership of aircraft, 
air traffic control fees and air- 
port charges. Aviation fuel 
prices - which for short-haul 
operations can make up about 
20 per cent of costs - 
increased by 40 per cent 
between July 6 and August 7 
on the Rotterdam spot market 

Any raising of airport 
charges caused by the end of 
duty free sales would undoub# 
edly be passed on to passen- 
gers In the form of higher 
ticket prices - hence the dou- 
ble disadvantage for the Euro- 
consumer. 

The airports are clearly 
aware of the potential prob- 
lems. When the ICAA held a 
symposia in 1986 on the impli- 
cations of the creation of the 
European Single market for 
the industry, only 176 people 
attended. At the same event in 
1989, there were more than 400. 

Most of the airports are sure 
that little will actually happen 
on January 1 1993 because oT\ 
the problems involved. ^ 

.“I am sure that a compro- 
mise wxZl eventually emerge, 
just as it has with all EC sub- 
jects says Mr Philippe 
Hamon, director of the Euro- 
pean Affairs office at the ICAA. 

“It probably won’t happen 
until the last moment, some- 
time between July 1991 and 
July 1992. Our- main concern is 
that the compro mis e should 
barm neither passengers nor 
airports." 

Paul Abrahams 
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Caroline Fossey charts troubled waters for the ferry companies 

A case of damage limitation 


1 


WORRYING TIMES lie 
for ferry companies. 


_ . . the . papular 
erese-Cbaniwl routes. Not only 
b the nfamwal Ttmngl sched- 
uled A> cpente June 1988 but 
that year coukLseethe threat 
to ahnifofti tatxa-BuropeaiiCam- 
ujunity dutyfree sales become 
a reality. . ' 

-Thteudn be bad news for all 
ottt krts sd Hnq duty-fr ee g oods 

bui thuncy fftmiff fa 

lose the most. According to 
reports published by the 
Netherlands 'Rntmnmin Insti- 
tute, profits on duty and tax 
free sales on the EC routes 
amount to £X65m a year. 

deal of this is 
: back the compa- 
with investment 

plans- The 

• to keep fines down 
h as 23 par cent on 
same routes. 

The day trip, popular 
because ft offers passengers a 
chance to stock up on cheap 
goo ds, m ay, lose its appeal. As 
the number of passengers drteg 
up so tlm number of sailing s 
would be reduced. This would 
mean less travel flexibility and 
more inconvenience for freight 
transport. Dp to 400 people 
who are employed on the fer- 
ries could lose their lobs. 

It a ll looks a pretty bleak 
picture with travellers having 
to pay high prices to travel on 


outdated ships with reduced 
facfljttas an board. 

However, it is an mi wugate 
picture. From as early as 1987 
when work began on the Chan- 
nel T unne l , the feny compa- 
nies were working on their 
answer — the superferry. Mr 
Dan Sten QHwrm president of 
the Stena Group, the Swedfsh- 


owns Sealink, said at a Finan- 
cial Times Conference earlier 
this y ear that he believes that 
ferry lines will increasingly 
move closer to having a tradi- 
tional cruise p m m o, 

The facilities offered by 


start their holiday as soon as 
they board and this means 
offering more comfort and 
entertainment. If passengers 
are relayed and en j oyin g fhffn- 
selves, the companies believe 
they will want to spend. 

At the moment, large duty 
and tax free shopping com- 
plexes attract customers and 

thefr rash To make sure this 
spree continues after 1992, the 
ferry companies are consider- 
ing new types of outlets. 

Sealink is looking at the pos- 
sibility of niche-retailing, a 
very upmarket department 
store, acco rdin g to its passen- 



Ferry companies are keeping passenger 
numbers below capacity and offering 
upmarket shopping and wine bars 


these large ferries certainly 
bear this out P&O European 
Ferries was the first to intro- 
duce its two superfeiTies. the 
Pdde of Dover and the Pride of 
Calais. Both ran ca ny up to 
%290 passengers and cars each. 
A third ferry, the Pride of lfimt 
will be converted to superferry 
status this winter. 

The other ferry companies 
soon followed. They see ser- 
vices having to offer more than 
Inst a passage across the Chan- 
nel They want passengers to 


ger services department. The 
company believes that come 
1983, it will lose the 12 per cent 
of its profits attributed to duty 
free sales on the shorter Chan- 
nel crossings. 

Fares are expected to rise by 
5 per cent and the remaining 7 
per cent should come from the 
up-market shops S ealink is 
considering as replacements to 
today's complexes. 

A possibility is to offer fran- 
chises to certain popular shops 
which would then trade at 


prices shnilar to those ashore. 

This year, Sealink launched 
its two superfemes, the Fanta- 
sia and the Fiesta. It is hoping 
that by 1993 people will have 
tried the superfehies at lest 
once and will want to nse them 
a gain. Sealink and P&O would 
I ike to offer a joint shuttle 
service between Dover and Cal- 
ais once the tunnel has opened. 
This proposal has been rejected 
once by the Monopolies and 
Mergers Commission but the 
companies are planning to try 
again in 1993. 

Sally Line is experimenting 
with the idea of franchising. 
Earlier this y ear . th«» Sail? Sky 
was enlarged and can cany 
1,800 passengers though num- 
bers are limit ed to 1,500 to 
ensure space and comfort. 
Alongside the shops selling 
items by Gucci and Dior, Is 
Benetton, the first popular 
high street name to be taken 
on board. Clothes cost the 
same as on shore but manage- 
ment reckons that once people 
are on board and in holiday 
mood, they will want to spend. 

To ensure the right frame of 
mind, ferry companies are 
deliberately keeping passenger 
numbers below capacity and 
offering upmarket shopping, 
wine bars, dance areas and 
wwinns as entertainment. 

Another school of thought 
hopes to attract customers by 





Sealink furry at Dover: tha company Is looking at the possibility of niche retailing - upmarket department stores perhaps 


offering a much speedier, if 
less comfortable, service. Regie 
voor Maritiem Transport 
(RTM) has ordered a superferry 
which will begin operating in 
July next year, but is very 
interested in the new wave- 
piercing catamaran that has 
been developed and is serving 
the Portsmouth-Cherbourg 
route. 

These catamarans are Cast, 
cutting the 5-hour journey 
down to 2£ hours. However, 
the first to start operating - 
the Seacat, owned by Hover- 


speed - hashed teething prob- 
lems and the ferry companies 
are awaiting developments 
with some reserve. 

Brittany Ferries and Sealink 
doubt that the catamaran will 
replace the ferry. Brittany has 
one superferry. La Bretagne, 
and has ordered another two 
for 1992. 

It believes the way ahead is 
to provide comfort, space and 

gntprtoinmnw t. Saalinlr agrees 
with this. It compares its spa- 
cious shopping complexes 
where people can move easily 


to the trolley service, found on 
the catamaran. 

No decision has been made 
as to when or how duty free 
shopping will go. 

It could take another five 
years to do away with present 
fiscal frontiers and establish a 
harmonious European tax sys- 
tem. 

However ferry companies try 
and replace lost duty free reve- 
nue, they can never achieve 
the profits from on duty free 
sales. This is the view of Mr 
David Asprey of the General 


Council of Shipping and mem- 
ber of the board of the Interna- 
tional Duty Free Confedera- 
tion. At best, he says, they can 
only recover some of their lost 
profits. 

Cross- Channel sailing will 
change radically this decade. 
No more the sight of people 
staggering along the gangways 
laden with autoloads of beer. 
Instead, the ferry could become 
a waterborne high street with 
luxury boutiques catering for 
those in expansive holiday 
mood. 
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ALCOHOL 


Distillers fear 
annual losses 
of up to £40m 


u 


THE ALCOHOL industry, a 
long-time beneficiary of duty 
free sales, is not going to 
watch the duty free business 
disappear without a fight - 
The reason is clear. Duly 
free sales represent a signifi- 
cant market tor the industry's 
products and, unlike tobacco, 
there is no questioning its 
importance. 

What is at-risk is at least 
2-3m cases of whisky, and half 
a millio n .cases of gin sold at 
airports, on aircraft and an fer- 
ries every year. 

The Sartch wirisky lndnstry, 
which alone accounts for 30 
per cent of all European Com- 
munity duty free wines and 
spirits sales, has predicted that 
it would -lose about £40m per 
an n um , the equivalent of its 
eighth largest export market. . 
Generally, the alcohol indus- 

Most intra-EC duty 
free salea were 
made through 
shops at airports 

try does not oppose the cre- 
ation at a single market, which 
it believes can operate along- 
side continuing duty free sales. 

“As an industry we are sup- 
portive of the concept of a sin- 
gle market,” says Mr Chris 
Scott-Wilson, senior legal 
adviser for Guinness and chain- 
man of the internatio nal Duty 
Flee Confederation. ... 

“Were we to think that duty 
free cut across that then we 
would look at it again. But we 
don't think the two are incom- 
patible- We are faced with a 
situation in. which there is a 
potential , loss bo us and to the 
DK which is completely unneo- 


Tbafc loss Is ffltwly to hit the 
whisky industry particularly 
hard. The EC is whisky's larg- 
est market, accounting for 45 
per cent of its total world wide 
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The Scotch Whisky Associa- 
tion argues that each member 
aftatfl fanran whisky differently 
bat that virtually all countries 
tax it much more heavily than 
competing Arinin: such as wine 
and beer, the prime motive 
being protection of their 
domestic industries. 

It fears that the EC’s tax har- 
monisation proposals would 
result in spirits being taxed 
eight timM gs heavily as wine 
and four times as heavily as 
beer when compared on the 
hagfa of alcohol' content. This, 
along with -the abolition of 
duty' free would deal a. heavy 
Mow to the industry. . 

Whisky mannfactureres can 

be broken down into two 
groups: large producers inte- 
grated in a conglomerate of 
multinational : activities, and 
small producers concaxtratittg 
on a few products. \ 

For large producers sales via 
duty free outlets are not as 
i mp ort a nt The smaller produc- 
ers are moreudependent, rely- 
ing on the safe of upper grade 
whiskies- (mostly malts) for 
which, duty free sales tend to 
be more important 
Mr Scott-Wilson, envisages 
two posrihte'conaequences to 
the enriiwotv of duty, free The 
Brat is that some products may 
stQl be sold. duty. paid, at air? 
ports.' but this be argues is 
likely to be relatively small 
“Some of the premium 
brands' may still have pres- 


ence," he says. “Five per cent 
of that market may be 
retained, but that is very much 
a guess.” 

The second possible outcome 
would be for people to continue 
to main* sfanflgr purchases In 
the domestic market, duty 
paid. 

However, Mr Richard Owen, 
director of commercial strategy 
at United Distillers, points out 
that research into the duty free 
market suggests that the 
majority of items bought duty 
free are not part of the con- 
sumers’ ordinary shopping bas- 
ket - they are bought as one- 
off presorts, either for others 
or for the purchaser. This, be 
says, uianm that replacement 
in -the domestic market is 
unlikely to make up for losses 
in duty free sales. 

Mr Scott-Wilson is equally 
pessimistic: “The reality is that 
by the time people have payed 
some money for their travel 
they are not going to have that 
much mare to make eomensive, 
purchases,” he says, 
len they get back into 
the domestic market they are 
likely to revert to their normal 
purchasing patterns, so it 
be argued that the replacement 
In the domestic market is 
going to be incomplete.* 

A survey by the Netherlands 
Economic Institute on the 
of aholishing duty free 
that part of the loss will 
be recovered an the domestic 
market since most spirits wifi, 
continue to be bought by their 
consumers at local outlets. But 
it also warns that people will 
no longer buy the high quality 
brands as these are considered 
too expensive in the local shop. 

“The producers of deluxe 
products, especially smaller 
companies that specialise in 
malt whiskies will be hardest 
hit,” says Mr Owen. 

For the cognac industry, con- 
centrated in the French cognac 
region, sales at duty free out- 
fete are important The survey 
found that m 1988, 14 per cent 
of total world sales were at 
dutyfree outlets. Safes to duty 
free outlets within the EC took 
a share of about 54 per cent 

According to the survey, 


Generally, the 
alcohol industry 
does not oppose 
the single market 


most of the intra-EC duty free 
sa fe* were nmde through shops 
at airports, although in the 
Scandinavian countries most 
of the sales appeared to be 
made through shops on the 
ferry boats. 

■ The survey predicts a loss of 
Up to a third of world total 
duty free sales, should duty 
free be abolished. People will 
continue to buy cognac from 
iw^ i shops which could miti* 
.gate the reduction by same 50 
to 75ner cent 

It is expected that people 
• will trade down on quality and 
purchase less expensive 
cognacs. Therefore, for high 
quality, cognacs the recovery 
rate is Hkffly to be much lower. 
Thin nteans that the effect for 
high grade cognacs may be 
worse, although EC-sales of 
th ^p cognacs are relatively 
less important,” says the sur- 
vey. 

. . Emma Tucker 
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40 % 

CHEAPER 

PER LITRE. 







It’s amazing the amount of money you can save in the Duty Free Shop at BAA airports. Measure for measure, you can pay 40 % less 
Jor spirits than you’ll be charged In the High Street. That’s on at least rev dozen brands selected from the greatest national and international 
brand names — not pist the Jhre shown here. And because we regularly monitor prices, with an independent survey, you’ll always be sure to 
Jind savings of at least 20 % cm all our wines and spirits — plus a minimum 40% saving on all leading international cigarette brands. 
HEATHROW • GATWiCK - S TA N S T E D ■ GLASGOW ■ EDINBURGH ■ PRESTWICK - ABERDEEN 



AAF2 

The world’s leading international airports. 


DUTY FREE SHOPPING 


m The taring k eakubntd {ycssnparingccr I Hot pita mUb ib* aniomd I liar ffljjii Som price which ij tbt a’mgt pf prtca in d aiunfcer of High Street anraJ (Tht aottml I fine price, rwmet of item concerned and todMJuo/ product prices an riraitaWe In tbe Dufy and Tax fret Skdj.; fSourec Sukat 
Cer aumer Atsaardt af rtpraanatlrr UK tDgh Sara store amduezed daring Jane ~9V. frodatn mbjta la araiiabilnj. 
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Its another worlcL 


Back in 1947, the first duty free shop in 
the worid was opened - believe it or not - 
at Shannon Airport in the west of Ireland. 


The experience enabled Aer Rianta - 
Ireland’s Airport Managers - to know more 
about duty free shopping than anybody else 
in the world. 


Experience that proved handy when the 
Russians began looking for a suitable partner 
to develop the USSR’s first duty free shop 
at Moscow’s Sheremetyevo Airport. 


Because it proved an immediate success, 

Aer Rianta International went on to open — 
with joint-venture Soviet partners - duty free 
emporia in Leningrad at the International Airport 
and in two downtown hotels, atTorfionovka on 
the Russo-Fmnish border. To continue building 
on this success we plan to open several more 
Duty Free shops in Russia and cither Eastern 
European countries in the near future. 


These days, you never know where in the worid 
Aer Rianta International will turn up next! 


AerRmnta 

INTERNATIONAL 


Shannon International Airport, Ireland. 
Telephone 353 61 361361. Telefax 353 61 61156. 
Telex AERO El 72131. 
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Schipol airport claims to have onto of the largest assortment of duty free goods on the Continent 


AMSTERDAM’S Schiphol 
airport and shopping centre, as 
the first duty tree airport on 
the continent, prides itself on 
being in the forefront of retail 
developments. Thus, while it is 
concerned at the effect of abol- 
ishing duty free sales after 
1992, it is preparing to main- 
tain its strong retail presence 
among the airports of Europe. 

A new extension, due to 
open in 1993, Is being built for 
non-EC traffic and the existing 
shopping areas, remodeled 
only in 2988, are likely to be 
converted into a tax paid zone 
for intra-European travellers. 

The Schiphol strategy is 
based on the fact that even 
with the potential loss of duty 
free sales, it expects to attract 
an increasing share of the proj- 
ected growth in air traffic in 
the 1990s. 

Schiphol is the fifth largest 
airport in Europe in terms of 
passengers, with almost 15.7m 
air travellers passing through 
the airport last year. In the 


PROFILE: SCHIPHOL 


A strategy for all seasons 


first six months of 1990, pas- 
senger numbers rose by 5 2 per 
cent to reach 7.4m. Scheduled 
passenger numbers rose by 6.4 
per cent, while domestic travel- 
lers increased in number by 
13.7 per cent 

In terms of retail sales, how- 
ever, Schiphol has the second 
largest turnover with the 
equivalent of more than lm 
guilders spent there every day. 
Travellers spend more than 50 
guiders each In the duty free 
shops, above the average for 
European airports. 

Schiphol’s shopping facilities 
were opened in 1957, initially 
just to enable passengers to 
buy souvenirs, but with the 
addition of liquor sales soon 


after. In the early years, goods 
could only be sold to non- 
Dutch residents with intercon- 
tinental destinations: Euro- 
pean travellers were allowed to 
buy later. 

In 1967, when a new terminal 
was opened, the shopping cen- 
tre was substantially enlarged. 
More retail space was added in 
1975. 

The airport shopping centre 
has some 40 shops spread over 
a floor area of 2^200 sq metres. 
It claims to have one of the 
largest assortment of duty free 
goods an the Continent as well 
as charging among the lowest 
prices on average of all Euro- 
pean duty free shopping cen- 
tres. 


A recent survey by Which? 
ma gazin e, published by the 
Consumers’ Association, 
suggested that consumers 
could “find bargains for spirits 
and perfumes". 

Schiphol says that its aim is 
to main tain prices between 20 
and 25 per cent below those in 
Dutch retail stores. It regularly 
compares prices with those of 
other airports’ duty free out- 
lets. 

It operates a policy of giving 
the concession-holders exclu- 
sive rights to sell certain types 
of goods to ensure as wide a 
range- as possible is stocked. 
Thus, for example, a clothing 
accessories store is not allowed 
tn sell perfume, and vice versa. 


“The active assortment and 
pricing policy means that the 
shops do not have to compete 
with each other, while the 
traveller does not need to stroll 
round looking for the lowest 
price," says a Schiphol spokes- 
man. 

Another advantage of Schi- 
phol is that any Western cur- 
rency can be used to buy goods 
in the shopping centre. Apart 
from goods found in most duty 
free shops, Schiphol has what 
it Haims is the world’s oldest 
and largest dealer for tax free 
cars. 

Not all travellers are able to 
shop without restrictions: trav- 
ellers on flights within the 
Benelux region cannot buy 


duty free, while Dutch, resi- 
dents have to pay VAT, 

Duty free sales throughSchi-- 
phol were some EculSOm tn 
1988, according to the Nether- 
lands Economic Institute, ft 
estimates that if duty freesales 
were lost to intra-EC travellers,' 
then the shopping centre’s 
profits would foil by more than 
a third and up to 200 jobs put 
at risk. . ■ 

“Like many other compa- 
nies, we approve, of the. move; 
towards European unity and 
think that opening European 
borders can have a' positive : 
effect on -some sectors af Ehro- 
pean transportation," says- an - 


airport^ spokesman. 


j phoi however, consid- 


ers that duty free purchases at 
airports cannot be divorced ' 
from fiscal harmonisation. So I 
duty free' sales should hot be 
abolished until there is true 
harmony of VAT rates, and 
. duty throughout The EC." v 


David Churchill 



Shannon opened the world's first duty free shop In 1947, a few years before Jet airliner* entered service 
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PROFILE: SHANNON AIRPORT 


Better placed than others 


THE Boeing 707 parked on a 
remote taxiway at Shannon 
Airport looks forlorn. The four 
jet engines have been removed 
for spares and the old aircraft 
is unlikely to fly a gain 

Like the 707, with its Niger- 
ian Airways livery peeling in 
Irish rain, the airport is in dan- 
ger of having some vital com- 
ponents removed - its duty 
free concessions. 

Shannon opened the world's 
first duty free shop in 1947, a 
few years before jet airliners 
entered service. It catered for 
travellers who disembarked in 
the Republic while their air- 
craft refuelled before and after 
Atlantic crossings. 

The airport, however. Is 
likely to lose 40 per cent of its 
duty free customers if the 
European Community presses 
ahead with plans to end con- 
cessions for passengers travel- 
ling between member states. 

. Mr Jim Kelly, who ma n ages 
the duty free area, fears a large 
drop in income if passengers 
are unable to buy discounted 
liquor and tobacco. "Our prof- 
its will not be as good. 


impact on Shannon than Dub- 
lin and Cork.” 

Cork Airport relies on duty 
free income to break even and 
airport managers Gear the end 
of airside discount shopping 
will push it into deficit 

Mr Clun estimates Aer 
Rianta profits will drop by 
I£l5m (£l3.72m) if duty free 
concessions are ended. “Half 
our profits would disappear 
overnight," he says. 

Aer Lingua, the Irish state 
airline, meanwhile, wants to 


overseas companies, including 
Aeroflot, and US and Japanese 
businesses have set up bases 
near the airport. 

Distribution companies oper- 
ating in the area - which will 
not be effected by the EC pro- 
posals - pay only 10 per cent 
corporate profit tax. 

Aer Rianta, meanwhile, has 
joined forces with other duty- 
free operators to lobby politi- 
cians anil officials in Brussels, 
where it hopes plans to end 
concessions will be abandoned. 


Shannon Airport will not be hit as hard 
as the airports at Dublin and Cork by 
the EC proposals 


gaally as passengers from 

•US gc 


going xm to Europe will not 

he able to buy duty free," he 
says. 

Shann on will not be hit as 
hard as the airports at Dublin 
and Cork by the EC proposals, 
according to Aer Rianta, the 
Irish airports authority. 

The County dare hub has a 
guaranteed in-flow an non-EC 
passengers from the US follow- 
ing the Irish go vern m ent rul- 
ing that there should be a com- 
pulsory stopover at Shannon, 
the decision by Aeroflot, the 
Soviet carrier, to use Shannon 
as a refuelling stop on its cen- 
tral and south American routes 
brings in other customers. 

Mr Fran dun, of Aer Rianta 
in Dublin, says: “The ending of 
concessions will have less 


end the anachronism which 
means New York -Dublin 
flights have to land in the west 
of Ireland. Aer Lingus hopes to 
begin some direct flights 
between the Irish capital and 
the US next year. 

The loss of the transatlantic 
stopover would be a further 
blow to Shannon, which will 
miss its US customers. 

The duty free shop is thick 
with Irish- American souvenirs 
such as sweatshirts thick with 

Shamrocks the singtm “I’ve 

got Irish roots”. A painting of 
president Kennedy’s arrival in 
Shannon hangs by the depar- 
ture gates and the US authori- 
ties have opened their first 
European immigration area in 
the terminal. 

Shannon, however, will be 
protected from the loss of duty 
free income by its protected 
position as an open trading 
zone, according to an Aer Lin- 
gus spokesman. 

The move to attract business 
to south western Ireland has 
paid ofi, with about 100 compa- 
nies moving to the Shannon 
area employing a workforce of 
some 5,000 people. A number of 


Mr dun, wbo remains pessi- 
mistic about the chances of 
reversing the EC plans, says 
the airports authority is 
looking east for an alternative 
source of income to duty free 


The company enjoys a spe- 
cial relationship with Moscow 
bom out of Aeroflot’s links 
with Shannon, which strength- 
ened during the Soviet inva- 
sion of Afghanistan. 

Aeroflot flights banned from 
the US flew as for as Shannon, 
where they picked np and set 
down US passengers. Since 
then, the airport has become 
an Important Aeroflot base and 
Aer Rianta has won the con- 
tract to repaint the Soviet air* 
Une fleet. 

The company now hopes to 
generate new profits with a 
chain of duty-free shops behind 
the former Iron Curtain. 

In 1988, Aer Rianta entered a 
joint venture with the Soviet 
authorities to open the coun- 
try's first duty free shop at 
Moscow's Sheremetyevo Air- 
port. The company has also 
opened shops at Leningrad Air- 
port and in the city centre. The 


idea, says Mr Clun, was 
prompted by president Goria- 
chev's moves to open the econ- 
omy. 

“When perestroika arrived 
we suggested we could run a 
duty free shop. Now we have a 
number of outlets at the arriv- 
als and departures areas of 
Moscow airport,” he says. 

Aer Rianta’s I£30m annual 
turnover in the Soviet Union 
now exceeds its turnover in 
Ireland. And recently, the Irish 
airports authority opened the 
first duty free shop at the Sovi- 
et-Fixmish border and plans to 
operate other' outlets in Tash- 
kent, Ki ev an d elsewhere in 
eastern Europe. 

- The competition for the new 
outlets will be fierce and Mr 
Ghm expects rival tads from 
Lufthansa, the German airline. 
Pan Am of the US, Alders of 
the UK and a number of Japa- 
nese trading bouses. 

Aer Rianta, however, claims 
it has a bead start with its 
existing joint ventures, in 
which it has a 49 per cent 
stake. The political stance of 
the Dublin government bas 
also helped the Soviet deals, 
according to Mr dun. 

hi Ireland, the company 
plans to minimise the impact 
of the proposals to end Euro-, 
pean dirty free shopping, which 
it says will cost 300 jobs at 
Shannon, Cork and Dublin. 

Bath Mr Jim Kelly at Shan- 
non and Mr Fran dun in Dub- 
lin want to develop “landside” 
shopping at airports. The 
future of Ireland’s airports, 
they say, lies in developing 
shopping ynalh for visitors 
where tax-paid goods will be on 
sale. 

“The market will change 
after 1992,” says Mr Kelly. 
“The competition will be down- 
town shops." 


Tim Burt 


TOBACCO 


A crack in the 


shop window 


AIRPORT lounges, in-flight 
maffarinns , a nd duly free shops 
have for years acted as show 
cases for the tobacco industry. 

TntB^tinnai brands c* n dis- 
play their cigarettes In a bene- 
ficial environment unham- 
pered by the health warnings 
imposed within member states. 

It is the loss of this exposure, 
rather than a drop in revenue, 
that would most affect the 
industry should duty free be' 
abolished in 1982. 

“Duty free acts as . a shop 
window for our products," says 
Mr Keith Spinks, industry 
affairs manager for Rothmans, 
Switzerland. “It Is a key mer- 
chandising area for us where 
we can have our products well 
displayed. It is a super market- 
ing environment.” 

For this reason the tobacco 
industry sees the duty free 
market as a significant stage 
for the market penetration of 
international brands. 

The importance of duty free 
sales to the total turnover of 
international tobacco compa- 
nies is minor. Tobacco duty 
free sales account for less than 
2 per cent of all tobacco sales 
in the EC in volume terms. 

However, tobacco contrib- 
utes a very significant propor- 
tion of the duty free industry's 
total profits. According to Brit- 
ish American Tobacco, tobacco 
accounts for about one quarter 
of the total turnover of duty 
free sales. 

The company adds that 
another factor which contrib- 
utes to the disproportionate 
significance of tobacco prod- 
ucts in the duty free market is 
their high contribution to the 
profits of duty free operations, 
ft is above their proportion of 
turnover because operators 
derive a higher margin from 
them than for many of the 
other products. 

According to BAT, duty free 


Community tobacco consump- 
tion because smokers will con- 
tinue to purchase what they 
require for personal consump- 
tion,” says Mr Paul Bingham, 
who works in marketing at 
BAT. 

However,, the industry is 
agreed that as a marketing 
opportunity duty free is valu- 
able and something whit* the 
industry is loath to give up. • ' ■ 

“Duty free is the shop win- 


dow for many high quality 
itn con- 


European products wit 
siderable up trading by shop-, 
pers," says Mr Bingham. 
“Should duty free disappear, 
the challenge to all suppliers is 
how will they market these 
products effectively.” 

He adds that it is wrong to 
assume that duty free sales 
will be replaced by duty paid 
sales in the same outlets at air- 
ports, ferries and on aircraft. 

. “IT operators think that shop- 
pers will continue to purchase 
the same quantity of tobacco . 
products on a duty paid basis 
then they are living In a 
charmed world," says Mr 
Bingham 

. “Trading-up”, whereby peo- 
ple who smoke a cheaper. 
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The tobacco 
Industry sees the 
duty free market as 
a significant stage 


tobacco shoppers do not pur- 
ial or 


chase on an occasional or 
impulse basis. They do so pri- 
marily for personal consump- 
tion on a rational haste that 
takes into account the amount 
that they save. 

A survey by the Netherlands 
Economic Institute estimates 
that the abolition of duty free 
would result in a fall of 60 per 
cent of duty free sales of 
tobacco products within the sc- 
at manufacturers prices - 
about Ecul20m. This would 
result in a 20 per cent redac- 
tion in duly free sales worid 
wide. 

However, according to the 
survey, it is probable that 
tobacco sales lost in the duty 
free business will almost 
entirely be recovered within 
domestic markets. 

Manufacturers will be able 
to recover 90 to 100 per emt an 
domestic markets which would 
mean a ma-rimum logg to the 
industry of Eeu2Qm. 

BAT agrees: “Should duty 
free be discontinued, tobacco 
sales moll almost totally trans- 
fer from the duty free to the 
duty paid environment with 
little or no impact upon overall 


generic brand of cigarettes buy 
a mo re expensive brand in a 
duty free shop, could be a sig- 
nificant loss to the industry. 
Generic brands such as those 
sold by supermarkets in 
Britain, cannot be bought duty 
free. 

“The overall volume of sales - 
probably won't change. People 
smoke a given number of cigar 
rettes per day willy-nilly.” says 
Mr John Webb of Rothmans 
International 

“How e v e r, brand makea may 
change.” Mr Webb also pre- 
dicts that cigar sale* may suf- 
fer as a result of duty free abo- 
lition. 

-The top selling cigarette 
brand for UK duty free sales is 
Benson and Hedges, followed 
by SGk Cut, then Marlboro. 

In Europe as a whole the big- 
gest selling brand is Marlboro-,. 
But wifi ahy of these brands- 
really suffer if duty free is 
abolished? 

_ “Probably not,” says Mr 
Webb. “If yon are a Marlboro 
smoker and yon. go to France 
when there is no duty frefc 
Well you will simply- buy yanr. 
Marlboro in France instead. 

“Someone who smokes a. 
cheap brand in the UK might 
at the moment upgrade and 
buy Rothman's -when -they 
travel. If duty tree is abolished 
they will srmply buy a cheap 
foreign brand when they go 
abroad," he says. 

“So in overall volume we 
won't suffer but in terms '-of. - 
trading up we might suffer.^ . 
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fragmented national construction 
industry dominated by small, 
family-owned companies. However, 
as Andrew Taylor reports, large 
scale reorganisation is unlikely 

Industry at a 
crossroads 



THE ITALIAN, construction 
industry has entered the 1990s 
at a crossroads in its develop- 
ment 

' The strong growth in 
demand for b uildings and pub- 
lic services experienced at the 
end of the 1980s is likely to 
give way to a more rftffienlt 
period for contractors and 
building material producers 
alike, as public and private 
investment comes under 
increased p re s s u re: 

- Bow companies respond to 
these pressures, and to 
increased international compe- 
tition, will determine the shape 
of the Industry over the next 
decade. 

- Italy’s construction output, 
in constant 1980 prices, rose 
from L45,717bn m 1987 to 
L47,958bn last year - an 
increase of almost 5 per cent, 
according to Associazione 
Nazionale Costruttori EdUi 
(ANCE), the Italian construc- 
tion industry trade federation. 
Last year output rose by 3.8 
per cent compared with a &2 
per cent rise in Italy’s gross 
domestic product . 

Growth in ' construction, 
however, is expected to slow 
over the next two years and 
inay even decline in some parts 
of the building industry. 

Changing ~»c4niamfc-r:and^ 


political forces point to a sig- 
nificant rationalisation of a 
more *ft»n usually fragmented 
national construction Industry 
rfnmfaatori by a large number 
of small fondly owned compa- 
nies. 

These small business, how- 
ever, will not relinquish their 
jwflpjgnwtoirw easily. 

The biggest single obstacle 
to growth in an industry 
heavily committed to public 
works is the Italian Govern- 
ment’s urgent need to restrain 
the mounting public sector 

debt. 

This amounts to one million 
billion lira, equivalent to 
Haly's GDP. The annual budget 
deficit is about 10.5 per cent to 
11 per cent of GDP. 

The Government has initi- 
ated a programme to stabilise 
the outstanding debt from 1 991 
through a programme of 
higher taxes, sales of public 
assets and reduced expendi- 
ture.’ - 

The Hear is that it wiH be 
rniahlp to make sufficient 
inroads by cutting current 
expenditure and that major 
nqritaT p rog rammes wiQ st art 
to suffer from increased delays 
and postponements. 

The Government, in a Md to 
keep a tighter grip on public 
expenditure- and . reduce-- the 
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inefficiency, graft and fraud 
which has restricted invest- 
ment in southern Italy, is aian 
attempting to bring control of 
expenditure back to the centre 
and away from local authori- 
ties. 

There are more than 144XX) 
local and state organisations 
with the authority to make 
public investment in construc- 
tion, according to ANCE. 

The system is fragmented 
and often highly inefficient. 
Orders are often placed on the 
b p gi n of fnniarte rather 

than (HI mice OT ability to com- 
plete works on time and to 
budget 

People in parts of Naples are 
still living in temporary accom- 
modation ten years after the 
earthquake which devasted the 
area. 

The Interv ening period has 
been characterised by great 
arguments between local 
authorities over how the pohhc 
money should be spent and , it 

-alleged by a phenomenal 


laakaga of foods into organised 

i-r h ne 

Smaller Italian construction 
companies could suffer if the 
Government succeeds in its 
plan to bring greater central 
control over public spending 
particularly. 

The Government, however, 
will find it very difficult to 
break down the power of the 
politically strong regional and 
local authorities. 

Private investment, like pub- 
lic spending, baa risen during 
the last few years. Private 
house and fiat sales and prices 
have increased sharply as pros- 
perity has risen. 

Office indnutriat invest- 
ment Is also high, reflecting 
both the revival of the domes- 
tic economy and increased 
inward investment by overseas 
companies in Italy. 

There is concern that private 
investment in residential and 
commercial property could 
weaken as fears of world reces- 
sion have mounted and inter- 


national interest rates have 
risen steeply over the past 12 
months. 

The crisis in the Gulf created 
by Iraq’s invasion of Kuwait 
adds to the uncertainty about 
which direction the market 
will take. 

The dismantling of trade bar- 
riers between European Com- 
munity countries in 1992 
should, in theory, increase 
competition in domestic con- 
struction markets while simul- 
taneously pressure for rational- 
isation. 

One of the most striking fea- 
tures of Italian contractors is 
their relatively small size in 
terms of turnover, numbers at 
employees and capital 
employed compared with some 
of the large, diversified con- 
struction companies found In 
other European countries. 

Ecosfera, an independent 
research organisation for the 
construction industry, esti- 
mates that there are more than 
a quarter of a miitin n Italian 


contractors, of which more 
than 40,000 can bid for public 
sector contracts. 

Cogeferimpresit. controlled 
by Fiat, the largest private con- 
struction group in Italy, is con- 
siderably smaller than some of 
the large diversified British 
and French contractors it com- 
petes against in international 

markphT 

One of the reasons given f ra- 
the merger of Cogefor with Fia- 
timpresit, at tbe end of last 
year, was the need to attain a 
larger critical mass required 
for it to compete in the new 
European market. 

There are several reasons, 
however, why the merger is 
unlikely to be the precursor of 
a large scale rationalisation 
within the construction indns- 
try- 

The vast majority of contrac- 
tors, including some of the sec- 
tor’s largest companies, are 
family owned or controlled. 

These families will guard 
their independence jealously 


and are unlikely to sell or pur- 
chase g+n lccg in rival compa- 
nies. 

For the same reasons, this 
will n, *^ rp it difficult for other 
contractors in other European 
countries to gain a foothold in 
the Tmtiqn market by acquiring 
strategic stakes in local con- 
tractors. 

French and German con- 
struction companies, in partic- 
ular. axe accustomed to devel- 
oping complex cross holdings 
to cement cooperation agree- 
meats. 

Mr Richard Hopewell, a con- 
struction analyst with Swiss 
Bank, says; “Most Italian fam- 
ily company directors see total 
ownership as the only way to 
guarantee continued control 
since the sale of a minority 
stake to raise extra capital 
could easily create problems 

for later venerations.” 

Personal contacts are essen- 
tial at regional and local levels. 
Nepotism is rife. 

Mr Giovanni Lalll. managing 
director of Brenta, the UK con- 
struction arm of the Milan 
based construction group of 
the same name, says: “The Ital- 
ian way of building a relation- 
ship in business is primarily 
based on personal trust and 
reputation. In the UK, consid- 
eration of a company is some- 
times limited to its balance 
sheet and this may give a mis- 
leading impression.’* 

Overseas markets have also 
become more difficult for Ital- 
ian contractors. 

Their share of international 
orders has declined as demand 
for large scale civil engineering 
projects in developing coun- 
tries diminished. 

It is in these markets that 
Italian contractors have been 
strongest 

All of which points to harder 
times ahead for the construc- 
tion industry. 

Demand for improved trans- 
port, cleaner water and better 
medical services in Italy, how- 
ever, remains high and it will 
be difficult fra the Government 
to cut these and other infra- 
structure programmes. 

It will also be difficult for the 
Government to wrest financial 
control away from powerful 
local authorities. 

There is increased pressure 
for rationalisation wi thin the 
construction industry, bat 
change is like to be evolution- 
ary rather than revolutionary. 
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( ITALIAN CONSTRUCTION 2, ) 


Public works may fall victim to cuts, writes Andrew Taylor 



Uncertainty in vital sector 


THE PUBLIC sector is crucial 
to Italy's construction indus- 
try, accounting for between 
one-quarter and one-third of 
output 

Excluding housing, public 
works will this year account 
for nearly L30.000 bn out of a 
total construction output of 
more than L 100,000 bn. 

However, despite ambitious 
spending plans for transport, 
health and the environment, 
the outlook for public construc- 
tion in the Z990s is uncertain. 

Accurate assessments of 
total output and the state’s 
share are difficult to glean In a 
highly fragmented industry 
comprising a handful of large 
groups and thousands of small 
to medium-sized, mostly pri- 
vate, family-owned businesses. 

Financial management of 
public sector budgets is 
equally fragmented. There are 


more than 14,000 local and 
state organisations with the 
authority to make public 
investment in construction, 
says the trade federation, 
ANCE. 

The system of channeling 
public expenditure through 
politically powerful local and 
regional authorities, which 
often lack the internal manage- 
ment to cope with large pro- 
grammes, can be highly ineffi- 
cient 

Spending plans by govern- 
ment, nationalised Industries, 
state and local authorities are 
seldom met 

u The investment pro- 
grammes approved by parlia- 
ment are not real spending tar- 
gets. Nobody expects them to 
be met This year public works 
are planned to cost about 
L50,000 bn. Actual expenditure 
will he about two-thirds of 


that", says one of Italy’s larg- 
est civil engineering compa- 
nies. 

ha a hid to tighten its grip on 
public expenditure and reduce 
the inefficiency, graft and 
fraud which has stymied piaym 
to Increase Investment in the 
south, the government is try- 
ing to wrest control back from 
local authorities. 

This could cause problems 
for smaller construction com- 
whose strength is often 
on good local political 
contacts. 

Contractors are also worried 
about government plans to 
stem the mounting public sec- 
tor deficit, which at one mil- 
lion billion lira Is broadly 
equivalent to Italy's gross 
domestic product 

The government plans to sta- 
bilise the outstanding debt 
from 1991 through higher 


taxes, sales of public assets 
and reduced expenditure. 

The aim is to reduce current 
rather than capital expendi- 
ture, although experience else- 
where suggests that this is 
pg si or said than done. In nrao- 
tlce, it Is simpler to postpone 
or delay capital programmes 
than cat jobs and wages. 

Contractors fear that hairing 
risen steadily during 1988 and 
1989, public expenditure will 
flatten over the next few years 
and could even dip slightly. 

Ecosfera, an Independent 
research organisation, is less 

pessimistic. It says the need for 
Investment In transport, the 
environment and medical facil- 
ities is such that it will he diffi- 
cult to cut programmes. 

Investment in railways, for 
example, was badly neglected 
during the 1960s and 1970s, 
when transport spending was 
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heavily weighted towards 
roads. Most contractors expect 
the railway programme to go 
ahead 

The government, according 
to Ecosfera, plans to spend 
L92,000bn over the next few 
years on modernising and 
improving the rail network. It 
estimates that about two-thirds 
of this will be spent on public 
construction works, including 
high speed rail links. 

Spending on railway con- 
struction, excluding rolling 
stock and signalling, is expec- 
ted to rise this year from 
L4j200bn to L7000bn, says Ecos- 


fera, which expects a tfmflar 
amount to be spent next year. 

Vianini Lavori, one of Italy's 
five largest contractors, 
expects to be a major benefi- 
ciary If the programme goes 
ahead intact; it maintains a 
relationship with its sis- 
ter company, Vianini Indus- 
trie, which manufac tu res rail- 
way sleepers and concrete 


Livorno recently go t unde r 
way — the first new motorway 
to be started in Italy for some 
five years, according to Ecos- 
fera. 

Spending by ANAS, the 
national roads authority, is 
ected to rise by between 9 
, 10 per cent this year, Ecos- 


motorway between Florence 
and Bologna, which has bean 
damaged by heavy traffic,. says 


Investment in roads, for 
which there is growing pres- 
sure, is also important to pub- 
lic sector contractors. Con- 
struction of a new motorway 
between Civitavecchia and 


Mr Giovanni Prandlni, min- 
ister of public works, recently 
for a L12,000bn pro- 
gramme to upgrade a nd 
expand the motorway network. 

Contracts are expected to be 
put out to tender shortly for 
for the Austostrada del Sole 


Spending on hospitals and 
other health faritithw is set to 
rise from UOQO fan to LS^OOhn 
over the next 12 months, 
according to Ecotfera: fore- 
casts, while sp endin g on the 
environment is also predicted 
to rise sharply. . 

However, Ecosfera- expects 
frmding for local a u th o ri ty prp- 
grammes to fall aharpjyas the 
government pursues its . goal of 
greater central control over 


John Simkins on an ambitious project in Rome 


Poised for take-off 


THE EXPANSION of Rome's 
Leonardo da Vinci airport at 
Fiumicino, which expects to 
handle ism passengers this 
year but which has a terminal 
only half the required size, is 
one of Italy's most pressing 
public works projects. 

In time for the World Cup, 
the airport built a waiting- 
room complex, multi-storey car 
park and mechanised pedes- 
trian skywalks, and enlarged 
the domestic and international 
departure areas. This is only 
the start of an ambitious plan, 
costing approximately L5,OO0bn 
(£2.4bn), to upgrade the airport 
by the year 2005 and cater for 
an expected 30m passengers. 

“It is the first serious and 
organised plan to expand the 
airport since Fiumicino was 
built in 1961", says Mr Mauri- 
zio Foschi, the airport planning 
and development director of 
Aeroporti di Roma, the fourth 
largest in Europe which also 
includes the part-military, 
part-civil Ciampino airport to 
the east of the city. 

Passenger traffic at Fiumi- 
cino. to the west of Rome near 
the Mediterranean coast, is 
increasing at 8 per cent per 
year, compared with the 6 per 
cent forecast on which the 
master plan is based. 

The plan calls for two new 
departure and arrival piers 
(work has already started on 
one) and two satellites, as well 
as a new three-tier terminal 
combining the domestic and 
international terminals, which 
are currently separated. Road 
access and parking will also be 
improved. 

The government has allo- 
cated Ll^OObn for expansion 
and the airport, enloying its 
fourth consecutive profitable 
year and making a gross profit 
of 8 per cent on on annual 





Pedestrian skywalka at Rome's Fiumicino airport 


turnover of around £240m, 
expects to spend L500bn of its 
own resources over the next 
six or seven years. 

So far all contracts have 
been put out to tender and, 
given the enormous costs, 
there will be scope for private 
sector investment, particularly 
in areas such as cargo han- 
dling. There have also been 
talks with the private sector 
about building an hotel. 

However, Ciampino, with 220 
hectares and one runway, can 
grow no more: noise pollution 
problems prevent further 
development 

Mr Foschi and his colleagues 
are therefore looking at a fur- 
ther plan for Fhimlcmo for the 
year 2030, by which time pas- 
sengers are expected to total 
60m per year. This would 
involve two more runways, 
increasing the size of the com- 
plex from its present L50Q hect- 
ares to 4,500 hectares. 

A good start has been made 
- Italy’s airports were the 
only entity to complete their 
World Cup plans on schedule 


- but an important opportu- 
nity to provide good rail lining 
to the heart of Rome has been 

After much rivalry, the rail- 
ways body, rather than the 
metro, won the contract to 
build and manage the link 
between Fiumicino and the 
nearest underground station of 
Ostiense, which is at the end of 
one of Rome's two inadequate 
metro lines. Passengers must 
change at Ostiense - they can- 
not go directly from the airport 
to the city centre. Information 
is poor (Ostiense station is also 
confusingly described as Pir- 
amide) and taxi drivers - who 
have had a near-monopoly on 
ferrying passengers to the city 

- are boycotting Ostiense. The 
new rail link has also been 
poorly advertised and a large 
car park at Ostiense remains 
practically empty. 

Mr Foschi is well aware of 
the ran link's defects. “But it 
has to work", he says. "The 
rail link will be important 
because of the programme of 
work we have in mind.” 


SNAMPROGETTl, the international engi- 
neeiing contractor aid technology compa- 
ny of the EM Group, is 
on the development, design and constnn:- 
fon of industrial faafities and associated 
infrastructure which include pipelines and 
plants for onshore processing, refining, 
gas treatment fertitzers, chemicals, met- 
allurgical processing and waste treat- 
ment. 



SNAMPROGETTl 

WHERE 
CREATIVE 
TECHNOLOGY 
ADDRESSES 
THE FUTURE 


With a background of more than thirty 
years of professional experience, 
SNAMPROGETTl is able to offer its dents 
highly qua&fied services and support cov- 
ering a range from individual packages of 
integrated services up to complete “turn- 
key’ projects. 

The scope erf these services for most pro- 
jects includes: technical and economic 
feastfsbty studies, conceptual design, pro- 
ject financing arrangements, commercial 
and technical management, basic and de- 
tailed engineering, risk analysis, procure- 
ment, quality assurance, construction, 
training of skilled wortters and plant opera- 
tors, plant start-up and operations, prod- 


^ uct make ting assistance. 
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READY FOR ANY CHALLENGE 

Snn|vo0t& - EM Qwp 

San Oman Milanese . Italy 

London, Geneva NevYan, Moscow, Caracas. 

New Den. Belttog. nyadh. Lagos. 


WITH 12,000 public bodies 
awarding construction con- 
tracts, keeping up with the 
play is a sizeable task for com- 
panies. 

The Ministry of Public 
Works says that calls for ten- 
ders must be published either 
in Italy's official gazette or in 
those of the regions. Notifica- 
tion is required in the official 
gazette of the European Com- 
munity for works exceeding 
5mn Ecu. Generally the same 
announcements are made in 
three mqjar Italian daily news- 
papers. these appearing before 
publication in the official 
gazettes. 

Many contractors use infor- 
mation agencies, which pro- 
vide computer-based daily 
updates of calls for tender, to 
receive details only of projects 
in which they might be inter- 
ested. 

Requests for pre-selection 
must be made within 21 days 
of publication of the call for 
tender in the official gazette. 

The ministry notes that pre- 
selection is carried out from 
the firms that ask to partici- 
pate and which satisfy techni- 
cal and finanrial requirements. 
However, the constructors' 
association, ANCE, says that 


David Lane analyses the tendering process 


Tighter rules urged 


too many contractors enter 
pre-selection. 

"For small projects as many 
as 400 firms will reply. This 
creates an enormous work- 
load”. says one ANCE official. 

Re vision of the ministry’s 
roll of national constructors' 
(“Albo Nazionale del Costnxt- 
tori") should reduce the num- 
ber of firms qualified to 
respond. in«w7pn«n in nn<> or 
more of 20 differ ent categories 
on the roll, with indication of 
the msnrimmn value of contract 
Hi at may be rrmtertaitan, is a 
prerequisite for firms replying 
to eaiia for tenter. 

New rules introduced in May 
1989, ware followed in April for 
a wriniaterial chvmlar providing 
clarification and amplification. 
“The aim is that a firm’s 
inscription will again have the 
precise meaning of ascertained 
and secure financial , technical 
and organisational reliability'’, 
says ANCE. 


The new criteria include pay- 
roll, operational structure and 
turnover. ANCE hopes that 
stringent application of tighter 
inscription and qualification 
rules will citnUnatn the large 
number of "shell" companies 
that have obtained inscription 
in the past, subsequently win- 
ning contracts and operating 
Solely as inlmimtiaHfla w i t h 
subcontractors doing all the 
work. 

Cleaning out the "albo” is 
unlikely to he completed 
quickly. ANCE notes, howevet, 
that positive results have been 
obtained since the new regula- 
tions came into force. 

"Previously all firms that 
responded to calls for tender, 
satisfying documentation 
requirements and with the 
appropriate listing on the 
‘albo', had to be allowed to hid. 
If excluded, 'shell' companies 
could, and did, appeal to the 
courts and the whole tendering 


process was invalidated and 
.had to be repeated", says an 
ANCE e xecu tiv e. 

Hie adds that the heavy over- 
crowding characteristic of ten- 
dering for public works con- 
tracts led to considerable 
delays. Weeding the roll end 
further reducing the number of 
firms that qualify by tighter 
definition of participation 
should ease the problem. 

Success in pre-selection has 
been a matter of form rather 
than substance. Presentation 
of documentation varies -from 
one public agency to another, 
but generally Includes certifi- 
cates of inscription on the roll, 
details of wore undertaken in 
tiie preceding five years, finan- 
cial statements for three years 
and bank references. 

Adjudication is based either 
on lowest ojfer or on a complex 
evaluation that takes account 
not only of price but also of the 
time to complete the works 


and their technical 'content. 
Notwithstanding the - EC 
requirement that lowest cost 
will be the basis adjudica- 
tion after 1992;' the current 
preference Is for a method that 
not only requires firms to 
invest resources tafonniflating 
bids that are not based solely 
on price, but also involves sub- 


This, coupled to preselec- 
tion, explains why the ministry 
cites KtigtousuesB as a reason . 
for delays. Others ate lack of 
finance and difficulties ip 
co-ordinating the various 
authorities that have to give 
apihlokm ar approve projects. 

In' order to short-circuit the 
bureaucracy; an accelerated 
procedure known as a “confer- 
enza del aervizi’V in which the 
views of all relevant authori- 
ties are gathered In one place 
and at one time, is bring tried. 

- Delays in payment are not, 
however, a problem .for con- 
tractors. TMs- year- the Trea- 
sury set TO per cent 4s the 
maxim um advance payment, 
due on effective commence- 
ment of works. Delays in stage 
payments, based on inspectors’ 
reports, incurred interest 
charges of 145 per cent in the 
year to SL August 


ITALSTAT. the world's largest 
builder and operator of motor- 
way toll roads, is part of the 
state-owned IRI holding group. 
It has a major influence on the 
way in which contracts are 
awarded and conducted, acting 
as intermediary between state 
and nationalised authorities 
and private sector contractors. 

Itristat’s engineering, design 
and management capacity 
enables it to process projects 
from conception through to 
detailed design, until schemes 
are ready to go out to private 
tender. This, Italstat claims, 
allows small contractors to ten- 
der for a share of large projects 
from which they would other- 
wise be excluded. 

Eighty per cent of the actual 
construction work is put out to 


PROFILE: ITALSTAT 


Strength iff depth 


tender to the private sector. 
The remainder is carried out 
fay Italstat subsidiaries. 

This arrangement is not pop- 
ular with some large contrac- 
tors, however, who resent the 
preferential treatment which 
they say state authorities give 
to Italstat. Fiat subsidiary 
Cogefar-Impreslt, the biggest 
private contractor, says it 
would prefer to bid at an ear- 
lier stage, allowing it to offer 
cheats a complete package. 

Italstat’s most important 


rale is as an operator of toll 
roads (Italy has the most high- 
ly-developed network In 
Europe) and motorways 
builder. & operates 60 per cent 
of Italy’s 6,000 km of ton roads 
under government concessions 
and claims to be the world's 
largest operator of motorway 
toll roads. 

The division which houses 
the numerous Autostrade 
motorway operating subsid- 
iaries achieved a turnover of 
LS^OObn last year, accounting 


for 38 per cent of Italstafs 
LS^SSbn t ur nover. The general 
construction division, includ- 
ing motorway building; bad a 
turnover of U,400tm last year. 

Italstat also claims to be 
Italy’s largest civil engineer. 
As with roads, about 80 per 
cent of the work is put out to 
tender to the private sector. 

In international markets, 
Italstat has been at the fore- 
front of Italy's attempts to 
break into eastern 
markets, ft is working on : 
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We build things thinking of everything around them. 


Building means improving the environment we live in. Thar’s why Editor Is organized so. 
as to bring together the skill* of working and building and tfrff wlrfiln of co-Oldinatlon awl 
man agement, always working out the most appropriate solutions for a society which aims 
ar the right kind of growth. The purpose: to crease structures which are both pleasant to 
live in and efficient, which respect people, the environment and their needs, planning a 
development not just as an isolated event, bur as part of a much larger and more complex 
structure, capable of fitting imp a setting and improving it. Communications, transporta- 
tion systems, technologically advanced corporate and residential centers, integrated com- 
mercial and industrial areas, all these developments are conceived and created by Editor 
with the greatest respect for the environment and detdgned to improve the areas we live in 
and the quality of our lives. In a civilisation where innovation and thought are die founda- 
tions of devriopnwnLEdih^ffl growing and changing, placing people at the center of things. 
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hOfry studies for the restora- 
tion of two Soviet cities and for 
a motorway between the Fhin- 
fsh border anti Moscow; Italstat 
also, has • contracts worth 
L5,000bn for the repair and 
maintenance of motorways and 
airports In the US, while a sub- 
sidiary is part of a consortium 
of UK companies bidding to 
build Britain’s first privately-fi- 
nanced motorway toll road. 

The group is restructuring 
operations by reducing and 
merging some of Its 
subsidiaries and float 
m ino ri ty stakes in some 
nesses. The concern currently 
operates from 140 separate sub- 
sidiaries, with a high degree trf 
overlap between some of them. 
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to the award of contracts to 

BaBaw - ramp a nlpg 

Italy’s share of fa te r nw i.kmai 
contracts, however, has fallen 
in recent years. A recent sur- 
vey of the overseas activities erf 
the world’s 250 largest con- 
struction companies shows 
that France overtook Italy as 
E nr op e ’s Maxest intgl-natlmigl 
contractor last year. Italian 
companies wan about 9.6 per 
cent of cross-border contracts 
awarded last year, according to 
the international construction 

ms fla ri ng TCTJR 

There are several reasons for 
the relative dariHwg of TfatBan 
contractors in foreign markets: 
W developing nations — Italy’s 
biggest markets - can no lon- 
ger afford to invest in large 
scale infra st r uc t ur e projects; 

• aid budgets of International 
organisations such as the 
Worl d Bank have moved away 
from investment in new pro- 
jects to trying to stem the 
Third Wadd debt crisis; 

• there Is competition from 
emm^ ftn g construction TiuHnna 
such as Korea, Taiwan, and 
Japan, which offer finance as 
wdl as construction skills; 

• richer developing nations 
whic h invested in massive 
tn frarffm ‘tiiTg projects -during 
the 1970s have been looking for 
seconda ry i nvestment in 
smaller private projects... ... 

T he large BolUn companies 


. restricted to 

public Sector works at home 
and state* sod internationally- 
aided projects overseas. 

The decline in overseas mar- 
kets has coincided with an 
upturn during the past two 
years in the domestic construc- 
tion m»Hrg£ iwiahUng interna- 
tional contractors to bring 
some of their expatriate 
employees home. 

Vianini Lavori, one of Italy's 
largest contractors, says it has 
cut overseas contracting to less 
than 10 per cent of turnover. 
International orders accounted 
tor half of 1985 turnover. 

According to the feder- 

ation ANCE, the value of inter- 
national contracts awarded to 

Italian un n h wlm nTrrmpprt to 

just under L2000bu in 1988 - 
twig than half the 1 984 level. 

The subsequent jump in 


tract for a 

scheme in M’Jara, Morocco. 
This L838bn contract 
accounted tor 27 pear cent of 
overseas contracts won by Ital- 
ian companies last year. 

Italian contractors remain 
heavily dependent on Third 
World markets. African coun- 
tries accounted for 58 per cent 
of contracts last year, com- 
pared with 45 per cent in 1968, 
according to ANCE. 

The share of orders placed 
by industrialised countries 
with Italian contractors fell 
from 31 per cent to 23 per cent 
last year. Europe’s share, how- 
ever, Increased from 4 per cent 
to 15 per cent. 

The average size of contract 
was only slightly more than 
f.vahn Small c ontra cts worth 
up to L50bn accounted for 90 
per cent of work won abroad 


Oversea* contracts • 

a w a rded Id Italian oonvactore in I960 (by economic area) 
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IHE GABETT1 GROUP HAS FOR FORTY YEARS INTERPRETED 
THE NEEDS OF THE PROPERTY MARKET. IT IS REPRESENTED 
IN VARIOUS SECTORS BY ITS OPERATIVE COMPANIES-. 


LEADER IN ITALY IN THE INTERMEDIATION OF 


RESIDENTIAL AND COMMERCIAL PROPERTY. 
INVOLVED IN BUYING AND SELLING AND FURTHER- 
ING CONSTRUCTION, ALSO THROUGH JOINT VEN- 
TURES WITH IMPORTANT EUROPEAN PARTNERS. 


AND 


OPERATE IN THE AREA OF 


FINANCING (MORTGAGES) FOR PURCHASING AND/OR 


OFFERS 


RESTRUCTURING PROPERTY. 


A SERVICE OF PROPERTY LEASING. 


THE EFFECTIVENESS OF AN INCLUSIVE. OVERALL AND 
THOROUGH SERVICE. THE ONLY ITALIAN COMPANY IN 
PROPERTY BROKERAGE QUOTED ON THE STOCK EX- 
CHANGE OF MILAN AND TURIN. 


holding s.p.a. 

C.SO MATTEOTTI, 9 - MILANO - TEL. (02) 780.611 


European companies, on the 
other wffl find it difficult 
to break into the Italian mar- 
ket, whose fragmented nature 
and heavy reliance an personal 
contact makes it difficnlt for 
would-be purchasers. 

Many companies are pri- 
vately owned family busi- 
nesses, jealously guarding con- 
trol of the management of their 

crwnpanlwa and — lrnHkp Ger- 
man and French companies ~ 
reluctant to buy and sell stakes 
in their operations. 

For the same reason, Italian 
companies are unlikely to buy 
into foreign-owned companies 
unless it gives them control of 
management "Otherwise it Is 
only an investment like any 
other. Why not invest in Flat 
for the samp reason?" says one 
privately-owned Italian con- 
tractor. 

However, this has not pre- 
vented some overseas contrac- 
tors from doing work in Italy. 
Philipp Habmann of Germany 
is bunding a dam tn Sicily and 
has also worked in Turin and 
Borne. Balfour Beatty of the 
UK also recently annnnnnRri a 
joint venture with an Kalian 
company. 

Most Italian contractors say 
that the owriny fringie Euro- 
pean market win make little 
difference to ordering patterns 
in Italy; most contracts will 
continue to go to wnHan com- 
panies. - 


FIAT, which includes in its 
armoury the largest private 
sector construction contractor 
In Italy, is directing much of 
its efforts to p lanning for the 
single European market 

“We believe in European 
unification and thin is the basis 
of all our strategy*, says Mr 
Antonio Moscnrii. managing 
director of Fiatimpresit, which 
Is wholly owned by Hat and is 
the company's civil engineer- 
ing arm. 

In turn, Milan-based Fiatim- 
presit has 7D per cent of the 
quoted company Cogefarim- 
p resit, formed last year by 
acquiring Cogetar and T T1pr g |n g 
it with Fiat's own construction 
interests. 

Cogefarimpresit topped the 
Italian private sector construc- 
tion league last year with turn- 
over of Li^46bn (£736m), but is 
dwarfed by other national lead- 
ers such as Bouygues of 
France, Tarmac of the UK and 
Germany's Philipp Holzmaxm. 


‘European 
unification is' the 
basis of all our 
strategy 1 


Flat's strategy for construc- 
tion and engineering has been 
m oulded against a background 
of less favourable market con- 
ditions in developing countries, 
brought about partly by debt 

Cogefarimpresit has thus 
repositioned itself so that 80 
per cent of consolidated torn- 
over comes from within 
Europe, mainly Italy. Exclu- 
ding Italy, it has nine subsid- 
iaries in Europe, three 
branches and eight associated 
companies. 

“Our dimension [in Europe) 
is still Fmflil and maybe a weak 
point Bat I hope we shall be 
the first company operating In 
Europe in the early years after 
1992 to have its turnover well 
divided into main European 
countries, and not just in con- 
struction but in engineering 
and specialised engineering", 
says Mr MosconL 

He adds that Fiatim presit 
expect some ttiffimitfpg operat- 
ing within the single market 
because public works spending 
is largely tied to decisions by 
national and local authorities 
which have cl ose relationships 
with domestic companies. 

Therefore, Ur Mosconi says, 
besides bidding for contracts, 
Fiatimpresit intends to buy 
s takes in European cons true- 
tion companies. 

Its biggest venture along 
these Tinea has been to buy 
one-third of Hasa-Huarte, a 


PROFILE: FIATIMPRESIT 

Planning for 
Europe’s 
single market 



Antonio Mosconi, managing director of Ftallmprestt 


leading Spanish construction 
contractor. 

Fiatimpresit has also set up 
companies in Greece {Impre- 
tekte) and Portugal (Eteli). The 
management of these compa- 
nies remains independent and 
Fiatimpresit, the common 
shareholder, serves as the ihik 
between them and Cogefarim- 
presit. Fiatimpresit is looking 
for more of these ventures, 
says Mr MosconL "This is our 
future and we are working 
towards it. But you also need 
luck." 


Together with this twin 
approach to Europe, through 
bids and acquisitions, goes a 
product strategy. "Being a Fiat 
company we must stay at the 
highest level of technology", 
says Mr MosconL 
Much of the experience 

gained in rincigning and build- 
ing car plants can now be 
directed at the wider market 
and the business of Fiat’s 100 
per cent owned industrial engi- 
neering company. Fiatengi- 
neering, is split evenly 
between working for Flat and 


in other industries. Within Fia- 
timpresit’s specialised engi- 
neering divisions there are 
already close links with Euro- 
pean companies. 

Fisia, which Fiat claims is 
the only Italian company with 
a full range of activities In the 
environment field, Is to set up 
a waste disposal joint company 
with Deutsche Babcock; 
another company, Trans flma, 
was created jointly with Matra 
Transport of France to build 
advanced transport systems; 
and Scgesta is a joint venture 
with Compagnie Lyonnaise des 
Eaux to manage drinking-wa- 
ter treatment plants. 

But construction remains 
Fiatimpresit’s core activity. 
From the point of view of 
purely Italian turnover, says 
Mr Mosconi, Cogefarimpresit 
does not need to grow any 
more. Public works projects 
include two hospitals, at 
Catania in Sicily and Lecco 
near Lake Como, and work on 


Fiatimpresit has 
set up companies 
In Portugal and 
Greece 


both Rome and Milan under- 
grounds. 

Overseas, Cogefar and 
Impreslt - the former Fiat 
construction wing - have par- 
ticipated in projects Including 
70 hydro-electric plants in 35 
countries, 19,000km of roads 
and more than 20,000 houses. 
Fiatimpresit is also present 
overseas through Impregllo. in 
association with two Milanese 
companies, Lodlgioni and 
Girola. 

However, there are two fears 
regarding the performance of 
Italian companies in Europe's 
single market. One Hprlngs 
from the fragmented nature of 
the industry, which means that 
few companies have a big 
financial base. 

The other is that large Ital- 
ian contractors have not devel- 
oped the profile of general con- 
tractors. because Italy has not 
yet adopted a European Com- 
munity directive allowing the 
big groups to compete for pub- 
lic works contracts at the first 
stage, involving tasks such as 
bids specification and feasibil- 
ity studies. 

In this respect, says Mr Mos- 
coni, “the situation Is changing 
and we think private compa- 
nies will be able to have a 
more complete role. But we are 
some years behind in the learn- 
ing curve.” 

John Sim kins 


GRUPPO TODINI 












TECHNOLOGIES AND INNOVA TION 
IN ROAD CONSTRUCTION 

The Todinf Group has been operating in several diversified 


Ihe Todinl Group has been operating in several diversified 
sectors both in Italy and abroad for forty years, in the 
sector of construction, the Todinl Group has acquired and 
consolidated a primary position mainly due to its activity for 
the improvement of road safety and the adjustement of roads 
to man's standards. With these aims in mind, the studies and 
technologies, plant, materials and resources put to use are 
always state-of- the art and high quality as well as in harmony 
with the environment and safe for man. 
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ENGINEERING 
GLOBAL SYSTEMS 


Bonifica, through the use of the 
most advanced and innovative 
technologies, supplies services 
for Engineering Global Systems 
in the field of territorial physical 
upgrading and maintenance, 
intended to cover the entire span 
of the implementation of 
projects. Thus, alongside the 
''classical* 1 services (design stu- 
dies, supervision of works and 
technical assistance) in the envi- 
ronmental, hydraulics, transport, 
agricultural, structures, building 
construction and economic sec- 
tors, the company takes care of 
procuring funds, defining the 
legal framework and organizatio- 
nal structures, environmental 
monitoring, staff training, etc. By 
this means, it supports the Client 
in order to attain - with quality - 
the set target, such as for example 
the rehabilitation of a historic 
centre, the economic develop- 
ment of an area, water manage- 
ment, safeguarding a cultural 
asset, a road, a bridge, a housing 
estate, and so forth. And to do 
this Bonifica relies on three criti- 
cal factors of success which it 
considers essential and which 
represent its competitive "advan- 
tage": quality of the persons 
involved, quality of the techno- 
logies applied and quality of the 
organization. 




ITALSTAT. GRUPPO IRI 


ViaJe Battista Bardanzellu, 8 
001S5 Roma Tel. 06 406901 
Telex 62062 T Bonger I - Telefax 4063045 
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tettmto Grand! fnfr a strutture 

I.G.I. - ISTITUTO GRANDI INFRASTRUTTURE - IS THE ONLY MEETING-POINT IN ITALY FOR THE 
FOREMOST PUBLIC, PRIVATE AND CO-OPERATIVE COMPANIES OPERATING IN THE FIELD OF MAJOR PUBLIC 
CONSTRUCTION WORKS. 

I.G.I. IS A RESEARCH CENTRE WHICH REPRESENTS AN OVERALL TURNOVER OF ABOUT TEN 
THOUSAND BILUON LIRE AND A LABOUR FORCE OF SO.OOO. ITS AIM IS TO PROMOTE STUDIES AND RESEARCHES 
HAVING A HIGH SCIENTIFIC TECHNICAL, ADMINISTRATIVE AND LEGAL CONTENT IN THE FIELD OF PUBLIC 
INFRASTRUCTURES. 

THE INSTITUTE: 

- PROMOTES THE DEVELOPMENT OF RELATIONS AND THE EXCHANGE OF NEWS AND INFORMATION AMONG 
MEMBER COMPANIES: 

- PROMOTES AND ORGANIZES APPROPRIATE FORMS OF COLLABORATION WITH PUBLIC AND PRIVATE BODIES 
ENGAGED IN THE REALIZATION OF MAJOR PUBLIC INFRASTRUCTURAL WORKS AND WITH THE POLITICAL 
AND SOCIAL FORCES, FOR CONSIDERATION OF THE LEGAL, TECHNICAL, TECHNOLOGICAL. ECONOMIC AND 
FINANCIAL ASPECTS OF CONSTRUCTION EXPENDITURE PROGRAMMES; 

- PROMOTES AND ENCOURAGES RESEARCHES AND STUDIES IN ENGINEERING, ON THE TECHNICAL, 
FINANCIAL, JURIDICAL, ADMINISTRATIVE LEVEL; 

- UNDERTAKES ALL APPROPRIATE PROMOTION. SCIENTIFIC. CULTURAL AND LEGISLATIVE INITIATIVES 
REQUIRED FOR THE DEVELOPMENT. UPDATING AND RATIONALIZATION OF THE CONSTRUCTION SECTOR; 

- ORGANIZES CONFERENCES. MEETINGS, NATIONAL AND INTERNATIONAL SEMINARS WITH THE AIM OF 
PROMOTING THE EXCHANGE OF KNOWLEDGE. 

THE PRESIDENT OF LGJ. IS MR. GIUSEPPE ZAMBERLETTL, MEMBER OF PARLIAMENT; VICE- 
PRESIDENTS ARE MR. ADRIANO ANTOUNI, MR. BALDO DE* ROSSI AND MR. ANTONIO MOSCONL SECRETARY 
GENERAL IS MR. FEDERICO TITOMANUO. 

LG. I. HAS 47 ASSOCIATES AT PRESENT, ALL HAVING THE SAME REPRESENTATIVE POWERS AND 
DIGNITY, DIVIDED INTO THE COOPERATIVE AREA (11), THE PRIVATE AREA (31) AND THE PUBLIC AREA (5). 
HEREINAFTER THE LIST OF MEMBERS. 

ASTALD1 DEL FAVERO GRUPPO ACQUA 

BONATTJ DI PENTA ICLA 

C.E.R. EDILCOOP IM.CO. 

C.M.B. EDILTER ITALEDVL 

CJV1.C. FEDERICI ITAJLSTRADE 

CMJ. SUD FERROCEMENTO ITER 

COGEFAR1MPRESIT FONDEDUJE ITJN 

CO.CE.I. GAMBOGI ITINERA 

CONDOTTE D' ACQUA G1ROLA LODIGIANI 

COOP COSTRUTTORI GRAN SASSO MAUAURO 

COOP S LTT E GRANDI LAVORI ORION 

DE UETO CRASSETTO PIZZAROTTI 


I.G.I. IS ORGANIZING AN EEC LEVEL ONE-DAY STUDY SEMINAR ON “REMEDIES IN PUBLIC 
TENDER AWARD PROCEDURES - . 

THE SEMINAR IS TO BE HELD IN ROME ON 29TH NOVEMBER 1990. THE CHOICE OF THEME 
SPRINGS DIRECTLY FROM THE WELL-KNOWN AND VERY MARKED LACK OF HOMOGENEITY IN THE 
ADMINISTRATIVE AND JURISDICTIONAL CONTROL SYSTEMS' AND THE APPLICATIVE ROUTINE FROM 
DIFFERENT MEMBER STATES, THAT HAVE ACTED AS OBSTACLES TO A CONSISTENT APPLICATION OF PREVIOUS 
DIRECTIVES REGARDING THIS MATTER AND MIGHT EVENTUALLY END UP BY FRUSTRATING THE RECENT 
CHANGES INTRODUCED BY THE NEW EEC RULES. 

THE STUDY SEMINAR IS SCHEDULED IN TWO SESSIONS (MORNING AND AFTERNOON) WITH 
REPORTS BY REPRESENTATIVES FROM THE EEC, THE EUROPEAN COURT OF JUSTICE IN LUXEMBOURG. THE 
ACADEMY AND JURISDICTIONAL WORLD OF A NUMBER OF MEMBER STATES. 

PARTICIPATION IN THE SEMINAR WILL BE LIMITED IN NUMBER. INTERESTED PARTIES ARE 
KINDLY REQUESTED TO CONTACT THE SEMINAR SECRETARIAL ISTITUTO GRANDI INFRASTRUTTURE, PIAZZA 
CAMPO MARZIO 3 - 00186 ROME - ITALY (TEL. 39-6-6876661. FAX 396-6876S78, TELEX 620110 IGI). 


PONTELLO FIN AN ZI ARIA 

RECCJfl 

ROMAGNOU 

SAESADELMI 

SALINI 

TECNIMONT 

TODIN1 

TORNO 

T.P.L. 

UNIECO 

VIANIN1 


COMMISSION 
OF THE EUROPEAN 
COMMUNITIES 


Head Office: via Trieste n. 76-48100 Ravenna - ITALY 
ph: 0039/544/4281 1 1 - fax: 0039/544/428554 - tlX: 551332 CMC RA I : 


*Tv. 

»590 homes under the rebuilding programme 
after the earth-quake • Naples (Italy) 


Drinking water plant - Capacdo (F 0) (Italy) 


C.M.C. 

a leading Italian General Contractor able 
to carry out tum-key projects and 
arrange financing for the 
implementation of buildings, industrial 
plants, silos and milling plants, power 
stations, water treatment plants, 
sewerages, highways, dams, water 
supplies, irrigational and agricultural 
projects, land reclamation. 


OC 

Cooperativa Muratori & Cementisti C.M.C. di Ravenna 


C.M.C. 

has undertaken projects in 

ITALY. ALGERIA. BOTSWANA, 

BURKINA FASO. CHINA. ETHIOPIA. 

IVORY COAST. MALAYSIA. MOZAMBIQUE. 
SUDAN. TANZANIA. ZIMBABWE 


and is extending its activity also to 

SOUTH AMERICA 
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ITALIAN CONSTRUCTION 5 


More concentration of production is needed, writes John Simkins 
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GENERAL BUILDINGS - HIGHWAYS/BRIDGES - VWTERUNES/ 
SEWERS - MANUFACTURING PLANTS - POWERPLANTS - 
IRRIGATION SYSTEMS - CIVIL AND INDUSTRIAL PRECAST 
AIRPORTS 


THANES TO Rome-based 
construction company Todini, 
the medieval city of Orvieto 
will be saved Sir ftttore genera- 
tions. Perched an a hill mid- 
way between Florence and 
Rome, dominating the valley erf 
a ‘fiber tributary, Orvieto has 
tufa rock foundations, whi- 
ebare breaking up. "With its 
underground caves, drains, 
wells and water conduits, the 
hill resembles a geological 
gruyere”, says Ur Aquillo 
Todini, nephew of the founder 
and a company executive 

Todini is the contractor in a 
project that will stabilise the 
city, one of the architectural 
jewels of Umbria. “We have 
completed the study phase, in 
which we had to employ poth- 
ole rs to explore and map 
Orvieto’s underground maze. 
Special legislation will give the 
finance to undertake the task 
of anchoring the large mobile 
slices of tufa to the bin's cen- 
tral core”, explains Mr Todini 

The company is engaged on 
a similar project in another 
Umbrian dty, TodL Here, as in 
Orvieto, medieval citizens 
excavated vaults and bored 
wells jw yj channels in the clay 
on which their city stood, 
creating the conditions for 
twentieth century instability. 

It seems appropriate that 
two projects placing Todini at 
the technological leading edge 
in the stabilisation of the foun- 
dations of whole historic city 
centres should be In the region 
where the company started. 
Todi is its birthplace. 

Established by present chair- 
man, Mr Franco Todini, in the 
late 1950s, the company won 
imnortant contracts durhuc the 
following decade, including 
work on the Florence-Rome 
Autostrada del Sole and the 
enlar gement of the Item! steel- 
works. 

Reflecting the change of 
scale, Todini moved to Rome 
and changed its corporate 
form, fftnn sole trader to joint 
stock corporation, adopting the 
nwrrn* Societa Generate Strode. 
“It was important to move 
closer to the ministries and 
other state bodies’*, remarks 
Mr Aquilio Todini. A further 
corporate restructuring was 
undertaken last year In which 
Sodeta Generate Strade disap- 
peared, to be replaced by 
Todini Costruzionl Generali 

Ranked 12th in Italy’s table 
of construction companies, 
Todini’s turnover last year was 
LSSOhn. continuing an upward 
trend. The trade journal Cos- 
truire uses 1988 data to show 
that Todini, with L230bn turn- 
over, closely rivals Impresdt 
(L241bn) and Vianini (L267bn). 

Though its projects in 
Orvieto, Todi and- Venice 



Todini Is undertaking conservation work at the medieval Umbrian city d Onrteto 

PROFILE: TODINI 

Back to the future 


(where Todini has undertaken 
special consolidation works on 
the island of San Giorgio Mag- 
giore) win attention, the bulk 
of the company’s works are in 
more routine areas. 

Todini has built more than 
400 km of autostrade and other 
major state highways. It is 
main contractor for a project to 
add a second track to the 100 
km Bari-Taranto railway line, 
has worked an the expansion 
of Rome’s Fiumicino airport 
and is restructuring and 
imiargfag the Rome headauai- 
ters of the Carabinieri military 
police 

By the end of the 1980s 
Todini had regional offices in 
Venice, Perugia and Palermo, 
in addition to its Rome head 
offices, and was working on 
projects at 150 different sites 
throughout Italy. Its payroll 
currently totals about 2^300. 

“About 70 per cent of our 
work is in consortium with 
other partners, a characteristic 
of construction in Italy over 
the past five years", notes Mr 
Todini. Though this may be a 
suitable approach for very 
large works, in Italy it has 
been adopted even for projects 


under L30bn. "This deforms 
the market and creates red 
tape and difficulties in project 
management. Although I 
would prefer to return to single 
contractor works, the emphasis 
on consortia seems likely to 
continue”, he says. 

In common with other Ital- 
ian construction companies, 
Todini has forged temporary 
alliances to undertake specific 
projects. “We will probably 
look towards this approach 
when seeking foreign partners. 
This seems more natural than 
taking cross-shareholdings or 
making acquisitions”, observes 
Mr Todini. However, he is 
open-minded about strategy for 
development. 

Medium and long-term plans 
include work outside Italy, 
which until now has been lim- 
ited to a small project in 
Minorca. There are prospects 
of road projects in Yugoslavia 
and Algeria, but contacts initi- 
ated elsewhere have been 
suspended due to problems 
over project financing. 

But Mr Todini is convinced 
that the barriers will be over- 
come- "Contracts are difficult 
to win outside one’s own coun- 


try, but this will change. The 
Single Market in 1993 will have 
a real Impact”, says Mr Todini. 
Indeed, over the past year 
Todini has been seeking 
French and British partners. 

Apart from an order portfo- 
lio that stands at about 
Ll.OOObn, two other features 
suggest that Todini can face 
the future with confidence. 
First, the company gives con- 
siderable importance to special 
works and new technologies. 
Its research and development 
work has led to patents for the 
hot and cold recycling of bitu- 
men. It was the first Italian 
company to Introduce concrete 
traffic barriers of the New Jer- 
sey type, and Its development 
of luminous panels for improv- 
ing tunnel ill umina tion has 
also improved road safety. 

In addition to those on site 
at its consortia projects, Todini 
employs about 80 engineers 
and surveyors. Training and 
career planning are crucial. 
“This has led to very low levels 
of turnover, meaning that 
experience remains in-house. 
The strength of the company is 
in the number and quality of 
its staff”, states Mr Todini. 


The world 
needs great works 
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Organization manpower experience 

The essential prerequisites for engineering and construction 
work are: past achievement; creative, organizational and 
management skills; the ability to satisfy different requirements 
and to handle contracts; experience in the fields of the transfer 
of know-how, counter trade and financial engineering 
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ITALIAN CONSTRUCTION 6 


The battle against organised crime is delicately balanced. David Lane reports 


Breaking the grip of the Mafia 


WHEN MAFIA MLtezs gunned 
down magistrate Rosario Liva- 
tmo last month in the central 
Sicilian province of Agrigento, 
the state's impotence against 
organised crime was starkly 
revealed. 

Mr Antonio Bargone, a Com- 
munist deputy (MP) from the 
Apulian heel who is deputy 
chairman of the Chamber of 
Deputies' justice commission 
and a member of Parliament’s 
commission of enquiry into the 
mafia and criminal associa- 
tions, says that the battle 
against organised crime in 
Sicily, Calabria Campania 
is delicately balanced. 

"Few in these regions use 
the legal system for matters 
like credit collection. When 
businessmen have problems of 
debt recovery they prefer to 
turn to local bosses whose 
organisations are more effi- 
cient". he says. 

With organised crime’s grip 
on business activity in the 
south, widespread involvement 

in the construction industry is 
inevitable. “It is part of their 
strategy to obtain political 
dominion. Organised crime can- 
weave itself into the entire 
social fabric through public 
works contracts, boosting its 
presence and increasing its 
sphere of Influence", observes 
Mr Bargone. 

The large sums of money 
associated with public sector 
construction are also appetis- 


ing, and the mafia, in its vari- 
ous regional disguises, is eager 
for a slice. Public works not 
only afford a means for extend- 
ing influence, they also provide 
a legitimate activity. 

“Through ownership of con- 
struction companies, organised 
crime can establish clean rela- 
tions with the hantriTip system. 
They provide a way of launder- 
ing money obtained from Illicit 
activities like drugs, contra- 
band and prostitution" , 
explains Mr Bargone. 

The Ministry of Pnblic 
Works frankly minti ng to mafia 
infiltration in public works 
construction. However, the 
industry is defensive, prefer- 
ring to note that organised 
crime Is not limited geographi- 
cally to Italy’s mezzogiomo or 
sectorally to the construction 
business. 

“Construction is Involved 
because of the broader issue of 
the relationship between local 
politics and business. Business- 
men are very dependent on 
decisions and choices made by 
politicians. In contrast to 
Anglo-Saxon countries, there is 
no separation between politics 
and the bureaucracy. Politi- 
cians are able to put enormous 
pressure on businessmen”, 
says an executive at ANCE, the 
national association of con- 
struction companies. 

Indeed, most recognise that 
companies, particularly in the 
south, are generally victims 


rather than perpetrators of 
criminal activities. 

The extractive industries 
and earthmovlng are almost 
certainly the activities where 
organised crime grips most 
tightly. “By taking a strangle- 
hold on materials and basic 
operations, the mafia Is in a 
position to coerce legitimate 
firms. Moreover, these activi- 


The Ministry of 
Public Works 
frankly admits to 
Mafia infiltration 


ties give employment to thou- 
sands of people, thereby 
extending the mafia's influ- 
ence", says Mr Bargone. 

That control over the supply 
of materials was confirmed less 
than a week after the murder 
of Mr Livatino, when the 
Naples court sequestered the 
assets of Eurocem, a cement 
importer and distributor. The 
chief of the region’s *guardia di 
flimnn 1 rratrums and tar inves- 
tigators «*>id they had uncov- 
ered a construction pyramid 
belonging to the camorra's 
> unova famigfia* (new family). 

Eurocem. a company with 
Tpultinationjal equity from Leb- 
anon and panama as well as 
Italy, was managed by front- 
men. Imported cement from 


Greece and Yugoslavia was 
sold at prices set by the 
camorra and backed by threats 
of sabotage against firms who 
failed to toe the line. 

Contractors working on pro- 
jects in the south are intimi- 
dated into baying from 
‘approved’ suppliers and using 
'approved' Sims for earthmov- 

tog a nd transport “Construc- 
tion companies are even forced 
to pay for trips by empty lor- 
ries. Warning shirts or bombs 
usually obtain the effect that 
the bosses want”, says Mr Bar- 
gone. 

Opportunities for infiltration 
by organised crime in the 
mezzogiorno are substantial. 
During the 1950s, 1960s and 
1970s, huge sums were pumped 
into the backward south to 
provide an infrastructure that 
bad been almost wholly lack- 
ing. TTnndng anhnnlg anJ hos- 
pitals added to the massive vol- 
ume of public works b usiness. 

More recently, the Irpinia 
earthquake that hit the Cam- 
pania region east and south of 
Naples and adjacent Basilicata 
in November 1980 provided a 
bounty for local bosses. An 
astronomic level of expendi- 
ture coupled to abysmal results 
has led to a parliamentary 
commission of enquiry. Few 
doubt that there was large 
scale diversion of funds to the 
camorra. Further massive pub- 
lic spending an the World Cup 
sites offered further opportuni- 


ties for organised crime. 

The state has not, however, 
been totally passive. Measures 
have been introduced to block 
encroachment by organised 
crime. The Ministry of Public 
Works notes that two laws 
have been enacted, the latest 
in Ma r ch. “In particular, more 
rigorous rules have been intro- 
duced to reduce the phenome- 
non of subcontract and the 
transfer of contracts to other 
finns suspected of mafia-type 
Criminal aynwatimm " 

Mr Bargone was a member 
of the parliamentary working 
party that introduced the law 
preventing subcontractors 
hamg given more than 40 per 
cent of contracts. The require- 
ment to notify changes in own- 
ership or management of firms 
after they have won contracts 
is another weapon being used 
against organised crime. 

Nevertheless, much needs to 
be done. Mr Bargone is deeply 
concerned about the way in 
which the mafia Is extending 
beyond the regional bound- 
aries of Calabria and Cam- 
pania. The lower part of the 
Lattum region, where Rome is 
situated, is cow infiltrated 
so is Mr Bargone’s home region 
of Apulia. “People are becom- 
ing accustomed to live with the 
mafia rather than trying to 
combat it”, he says. “Legisla- 
tion needs to be updated and 
more resources dedicated to 
fighting organised crime.” 
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356,813 

335£33 

351.785 

208.883 

247,788 

226.402 

198357 

229383 

250,178 


SomcEcMtara 


HOUSEBUILDING has risen 
sharply during the past two 

years as tho Italian econo my 
has grown and individual 
spending power has increased. 
However, the market may run 
out of steam; international 
interest rates have risen and 
pressure on the economy is 
mounting. 

In the public sector, the 
gmphagfc will be on reducing 
expenditure as thp government 
battles with a mounting public 
sector debt 
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MI: 4 40 YEAR, LONG EXPERIENCE 


ROAD NETWORKS 


Last year, the number of 
new homes constructed rose by 
9 per cent, from 229383 to 
250,178. Since 1988, the annual 
total of homes built by con- 
struction companies has risen 
by one quarter, according to 
Ecosfera, an independent 
research organisation for the 
construction industry. 

The bulk of these homes 
have been built in the private 
sector. Public sector construc- 
tion accounts for about one- 
tenth of new houses, although 
tins can rise to as much 50 per 
, cent in some large cities. 

Most homes are built by 
gm^ii and medium-sized pri- 
vate, mostly family-owned, 
companies. The majority of 
large mmpanifls specialise in 
large public civil engineering 
I works, although this is starting 
I to change. Private companies 
like Lodigianl have recently 
I been breaking into both pri- 
va.be c ywti iMgrtnai anH resides- 
i tial markets, although the level 
j of interest remains gm«n 

About 70 per cent of Italian 
families own their own home, 
says Ecosfera. Home owner- 
ship has risen sharply during 
tire 1980s as the private rental 
market has shrunk. 

Spending on public banning 
last year declined to LllSObn, a 
fall of almost half from the 
L2324bn spent in 1988 and the 
fifth year in succession that 
public investment has fan«m 

“The main causes", accord- 
ing to Ecosfera, “are the com- 
pterion of some extraordinary i 
building programmes in a ten 
year programme and the fail- 
are to implement projected 
spending targets during the 
past two years.” 

Investment by private land- 
lords fell sharply during the 
mid-1980s. This was as a result 
of laws introduced at the end 
of the 1970s restricting rent 
increases «nd waMng it diffi- 
cult for landlords to evict ten- 
ants. 

The market has recently 
improved and investment by 
private landlords increased as 
market rants have risen. Seal 
rents are up to three times 
legal levels, which are rarely 
applied. Few appeals against 
rents make it to the courts. 

House and flat purchases by 
homeowners have also picked 

up after a difficult period dur- 
ing the mid-1980s, when prices 
fell in real terms. 

The number of homes built 
annually fell from almost 
357,000 in 1982 to a low of 
almost 199300 in 1988- During 
the last two years, however, 
prices and purchases have 
risen sharply. 

The market has been 


assisted by economic growth 
and interest rates which have 
fallen from about 18 per cent to 
currently about 13-24 per cent, 
says Ecosfera. 

Gross domestic product has 
risen steadily during the past 
decade; wages are also higher 
in real terms. 

Housing has become a good 
inv es tme n t once more as infla- 
tion and interest rates have 
fallen. The percentage of fami- 
lies owning their own home 
has risen from just under 85 
per cent in 1981 to just over 71 
per cent in 1988, according to 
the trade federation, ANCE. 

The fear is that as interna- 
tional interest rates rise and 
the world teeters closer to 
recession that private sector 
investment in commercial as 
well as residential property 
will suffer and the market will 
retreat over the next 18 
months. 
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ENGINEERING AND CONSTRUCTION 
OF PLANTS WORLDWIDE 


■ Chemicals 

■ Fertilizers 

■ Petrochemicals 

m Fibers 

■ Pharmaceuticals . .. 

■ Biotechnologies 

■ Agro-Industry 

■ Food Industry 

■ Industrial Fermentations 

■ Infrastructures 


■ Environmental Engineering 
and Effluents Treatment ' 


Energy 


TEcnimorrr 

Gngpo Femou 


Viale Monte Grappa 3 - 20144 Milan - Italy 
TeL (02) 6270.1 - Tx 323386 TCM I 
Fax (02) 6270.9534 
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DAMS. BRIDGES. ROADS, INDUSTRIAL SETTLEMENTS, HOUSING COMPLEXES: THE MAJOR WORKS OF CIVIL 
ENGINEERING THAT RECCJO BUILDS THROUGHOUT THE WORLD WITH THE EXPERIENCE OF A COMPANY 
WHICH FOR OVER HALF A CENTURY HAS CHOSEN RESEARCH. TECHNOLOGY AND INNOVATION ID BACK 
THEIR OWN PROFESSIONALISM, A CHOICE THAT HAS MAOERBCQU GAMBLE OF FACING THE DEVELOPMENT 
AND COMPLETION OF PROJECTS - EVER GROWING IN NUMBER AND DEGREE OF COMPLEXITY - AND AFFIRM 
THEMSELVES AS AN IMPOKIANT INTERNATIONAL GROUP WITH 41 
AFFILIATES. A GROUT* THAT EVERYWHERE IN THE SW3RLO GIVES EVL ff 
DSNCE OP THE CONTINUITY Of A LARGE TRADITION OF BUILDSR& RklH 
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CIVIL ENGINEERING CONSTRUCTION COMPANY 






A worldwide tradition 
of success in finding 
and executing creative 
solutions to complex 
civil engineering 
problems. 
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DEL FAVERO S.P.A. 

38100 TRENTO - Via Degasperi, 79 
TeL+ 3946 1/9021 1 1 - Telex DELFA 1 400252 - Telefe+3946 1/902297 
MILAN - Via Buonarroti, 39 -Tel+392/48 14344 - Telefax+392/48008210 
ROME - Via E De Cavalieri, 1 1 - TeL+396/8841445 -Telefex+396/8844759 
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